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Objects 

Its objects shall be to formulate and announce, through the deliberately 
expressed opinion of. an annual conference, the best informed economic 
thought and ripest administrative experience available for the correct guid- 
ance of public opinion, legislative and administrative action on all questions 
pertaining to taxation, and to interstate comity in taxation. — Constitution of 
the National Tax Association, Art. I, Sec. 2. 

THE ANNUAL CONFERENCE 
OrgaiiiMtioii of the Conference 

The temporary and permanent chairman, secretary and official stenog- 
rapher ; address of welcome and response to the same ; meeting place, accom- 
modations for delegates, and all necessary preliminary details for each con- 
ference ; and also the program of papers and discussions, shall be arranged 
for the conference by the executive committee of this association. All other 
details of the organization and work of the conference shidl be arranged by 
the delegates present in such manner as they may from time to time decide. 
--Ibid,, Art. Ill, Sec. 8. 

Time and Place 

An annual national conference on taxation shall be held under the aus- 
pices of this association during the month of September in each year, or at 
such time and place as its executive committee may determine. The details 
of each conference shall be arranged by the executive committee in co- 
operation with such special and standing committees as may be created by 
this association at its annual meetings for such purpose. — Ibid., Art. Ill, 
Sec. I. 

Personnel 

The administrative personnel of each annual conference shall be composed 
of three delegates appointed by the governor of each state, and pnbUc 
officials holding legislative or administrative positions charged with the duty 
of investigating, legislating upon, or administering tax laws. 

The educational personnel of each annual conference shall be composed 
of persons identified with universities and colleges that maintain a special 
course in public finance, or at which that subject receives special attention 
in a general course of economics; members of the profession of certified 
public accountants ; and public men, editors, writers and speakers who hold 
no educational or official position but who have developed a special interest 
in the subject of taxation. — Ibid., Art III, Sees. 2 and 3. 

Voting Power 

The voting power in each conference upon any question involving an 
official expression of the opinion of the conference shall be vested in dele- 
gates appointed by governors of states, universities and colleges, or institu- 
tions for higher education, and state associations of certified public account- 
ants, each of whom shall have one vote. 

Voting by proxy shall not be allowed. 

(xi) 
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No member of this association shall have the right to vote in any annual 
conference by virtue of such membership. — Ibid., Art. Ill, Sees. 4, 5 and 6. 

Resolutions aiid Conclusions 

The last session of each annual conference, or so much of it as may be 
necessary, shall be devoted to the consideration of the report of the confer- 
ence committee on resolutions and conclusions. The report of thh com- 
mittee, as adopted by the conference, shall be its official expression of 
opinion, and it shall not be held to have endorsed any other expression of 
opinion by whomsoever made. The voting power of the conference upon an 
' official expression of its opinion is limited with the purpose of safeguarding 
the conference from the possibility of having its expression of opinion in- 
fluenced by any class interest; or consideration for those who devote their 
time to the work or management of this association; or favor for those 
who contribute money for its support. The ani^u^l conference will be the 
means used by the association for carrying into practical effect its purpose 
to secure an expression of opinion that will formulate and announce the best 
informed economic thought and ripest administrative experience available 
for the correct guidance of public opinion legislative and administrative 
action on all questions pertaining to taxation, and to interstate comity in 
taxation.- — Ibid., Art. Ill, Sec. 7. 

Rules of Procedure 

That the program as printed and distributed be adopted and followed 
with such modifications as may be required by reason of absence, vacancies^ 
or other causes. The usual rules of parliamentary procedure shall control. 
Each speaker shall be strictly limited to twenty minutes for the presentation 
of a formal paper. He shall be warned two minutes before the expiration 
of such period. The time of a speaker may be extended by unanimous 
consent of those present. In general discussion each speaker shall be limited 
to five minutes and no person shall speak more than once during the same 
period of discussion until others desiring to speak have been heard. 

Voting Power, The voting power of the conference upon any question 
involving an official expression of opinion shall be vested in delegates in 
attendance appointed by governors of states, by universities and colleges or 
institutions for higher education, and by state associations of certified public 
accountants. No person shall have more than one. vote by reason of his 
appointment as a delegate from more than one source. The voting power 
shall be by ayes and nays, unless a roll call be demanded. On all other 
questions the voting shall be by vote of all in attendance. The receipt of 
reports made to this conference by committees of the National Tax Associa- 
tion ^hall not be considered as expressing its opinion on the subject treated. 

Committees, (a) A committee of three on credentials, to be appointed by 
the chairman, who shall designate the chairman of such committee, (b) A 
committee on resolutions, composed of one delegate from each state, selected 
from among the delegates api>ointed by governors; but in case of the non- 
attendance of any such, any person from such state may be appointed. The 
chairman shall designate the chairman of this committee, such person to 
arrange for its organization. All resolutions involving an expression of 
opinion of the conference on the subject of taxation shall be read to the 
conference before submission to the committee, and shall be immediately 
referred without debate. — Rules of Procedure, see p. 2. 



FIRST SESSION 

) 
Monday Evening, September 7, 1920 

ORGANIZATION OF CONFERENCE 

Nils P. Haugen, President of the National Tax Association, 
presiding: Ladies and Gentlemen: It is my privilege to call this 
conference to order. I shall not delay the proceedings by any ex- 
tended remarks. I may say that we are all glad, I know, to come 
to this magnificent city of the inter-mountain region, a section 
that has grown wonderfully within the last few years in prosperity 
and in general advancement, and the reception given us here is 
such that it certainly deserves our cordial acknowledgment. 

The National Tax Association, as you know, functions in two 
capacities. As such it keeps the machinery in motion, but when 
we meet at these annual conferences we resolve ourselves into a 
conference on the subject of taxation. Before we proceed as a 
conference, however, it has been customary, and I think it is 
proper, to take steps to continue the organization as such, and it is 
necessary, in order to accomplish this, that a committee on nomi- 
nations of officers and members of the executive committee for the 
ensuing year be appointed by the Association. 

Celsus p. Link, of Colorado : I move that the chair appoint a 
committee of five on nominations. 

Chairman Haugen : You have heard the motion. Is there a 
second : 

[Motion seconded and adopted.] 

President Haugen : The chair will announce the membership 
of that committee later. We are now ready to turn the associa- 
tion over to the conference. 

Samuel Lord, of Minnesota : Ladies and gentlemen, I should 
like to place in nomination as permanent chairman of the confer- 
ence the president of the Association, the Honorable Nils P. 
Haugen, of Madison, Wisconsin, Chairman of the Wisconsin Tax 
Commission. He is thoroughly familiar with the methods of carry- 
ing on this work and I am sure you will all agree with me that he 
will make an excellent presiding officer. To save him the embar- 
rassment of putting the motion, I will put it myself. Unless there 
are other nominations, all those who are in favor of Mr. Haugen 

1 (1) 
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as permanent chairman of the conference will signify by saying 
aye. [Unanimous vote.] 

Mr. Haugen is unanimously elected permanent chairman of the 
conference. 

Chairman Haugen : I certainly appreciate the compliment you 
have paid me by selecting me as permanent chairman of the con- 
ference. I shall exercise the privilege of calling to the chair at 
the various sessions, members of the conference to preside. 

The next thing in order is the election of a secretary. What is 
your pleasure in that respect? 

William Bailey, of Utah : I move that Mr. Holcomb act as 
secretary. 

[Motion seconded and adopted.] 

Chairman Haugen : The motion is carried. I want to say 
that if it were not for Mr. Holcomb, I would not undertake to act; 
would not have undertaken it a year ago. He is most efficient 
throughout. 

Mr. Holcomb : I think I should read the rules that apply to the 
conference so that we may understand under what rules we are 
proceeding. These rules which we suggest be adopted by this 
conference, are those that have been adopted by similar confer- 
ences and are as follows : 

program and rules 

That the program as printed and distributed shall be adopted and 
followed, with such modifications as may be required by reason of 
absence, vacancies, or other causes. The usual rules of parlia- 
mentary procedure shall control. Each speaker shall be strictly 
limited to twenty minutes for the presentation of a formal paper. 
He shall be warned two minutes before the expiration of such 
period. The time of a speaker may be extended by unanimous 
consent of those present. In general discussion each speaker shall 
be limited to five minutes and no person shall speak more than 
once during the same period of discussion until others desiring to 
speak have been heard. 

Voting Power. The voting power of the conference, upon any 
question involving an official expression of opinion, shall be vested 
in delegates in attendance appointed by governors of states, terri- 
tories, provinces or possessions, by universities and colleges or in- 
stitutions for higher education, and by state associations of certified 
public accountants. No person shall have more than one vote by 
reason of his appointment as a delegate from more than one 
source. The voting power shall be by ayes and nays, unless a roll 
call be demanded. On all other questions the voting shall be by 
vote of all in attendance. The receipt of reports made to this 
conference by committees of the National Tax Association shall 
not be considered as expressing its opinion on the subjects treated. 
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Committees, (a) A committee of three on credentials, to be 
appointed by the chairman, who shall designate the chairman of 
such committee, (b) A committee on resolutions, composed of one 
delegate from each state, territory, possession or province, selected 
from among the delegates duly appointed; but in case of the non- 
attendance of any such, any person present from such locality may 
be appointed. The chairman shall designate the chairman of this 
committee, such person to arrange for its organization. All reso- 
lutions involving an expression of opinion of the conference on 
the subject of taxation shall be read to the conference before sub- 
mission to the committee, and shall be immediately referred with- 
out debate. 

I move the adoption of these rules. ' 

[Motion seconded and adopted.] 

Chairman Haugen: I will invite Governor Davis of Idaho to 
preside during this session. 

Governor D. W. Davis : This is somewhat of a surprise to me. 
This is the first conference that I have had the pleasure of attend- 
ing. I came here to listen and learn. After sitting as chairman of 
the board of equalization in our state for two sessions I have de- 
cided that there is a great deal to learn about the proper methods 
of equalization and taxation, and I sort of came here as a pupil 
coming to school. I am taken very much by surprise to be called 
upon to act as your chairman. 

The first thing on the program, I believe, is an address of wel- 
come, and it is a further pleasure for me to be in my neighboring 
state of Utah at a meeting at which our neighboring governor is to 
deliver the address of welcome. I had the pleasure of attending 
several conferences with the governor of Utah, and I have always 
found him on the job, always dependable, always doing his share 
of the task at hand, so it is really a pleasure for me to introduce 
to you this evening Governor Bamberger of Utah. 

Governor Bamberger: Governor Davis, members of the Na- 
tional Tax Association, ladies and gentlemen: I am going to get 
nearer to you because this evening I am hardly up to what the 
Governor of Idaho endeavored to give me credit for. I realize 
that I have the privilege of addressing men this evening who are 
the brains of the forty-eight states of the Union. I also, in wel- 
coming you, want to say that the people of Utah are indeed flat- 
tered to have you come to our city, for we well realize what it 
means to have men from all these states traveling the distance 
they do, in order that they may be able to give us the privilege of 
listening to debate on this most important question of the day. 
Not alone in the United States, but all oyer the civilized world the 
question of taxation is the big problem. No state can realize it 
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more than Utah itself, for up to two years ago the output of the 
mineral mines was taxed just on net proceeds and not upon the 
mines themselves. In other words, a mine property, no matter 
how. many millions it might be worth, was taxed at the price paid 
the United States therefor. That may have been $5 an acre. And 
it was quite a battle two years ago to convince the voters of our 
state that the time had come when net proceeds ought to be taxed 
higher than that. You might ask why the mining men insisted 
upon that measure going into the constitution. I remember well 
when they first started mining in this state; President Young did 
not want the people to leave their homes, desert the farms, and go 
out prospecting, and thereby neglect their homes and starve. They 
were warned against doing that. The mining men took that as an 
indication that mining would not be looked upon favorably, ana 
hence they insisted that the constitution guard against excessive oi 
confiscatory taxation of mines. . 

We are now taxing mines on the net proceeds of mines three- 
fold and everybody seems satisfied. Hydro-carbon mines were 
taxed at the rate paid the United States therefor; so a mine that 
was purchased ten or twenty years ago at $10 an acre was taxed 
at $10 an acre, and the owner who paid $300 an acre would pay 
tax upon $300 an acre. But not so now, gentlemen. The value 
of the coal property is fixed by an expert, a geologist, who proves 
the thickness of the vein and calculates the number of tons; that 
is the way they are taxed now. Until a short time ago, people who 
owned grazing lands had purchased them at $2.50 an acre, paid 
tax thereon, and when they received notice that it would be $200 
an acre they thought they were being robbed, but when it was 
pointed out to them that the ground contained valuable deposits, 
why they said : ** We are more than willing to pay the tax." 

So, as a matter of fact, the mines are being opened for the 
simple reason they cannot afford to let them remain idle. Now, 
we have many resources, but it is no use of going into detail or 
taking up your time. As the Governor of Idaho has said, we are 
here to listen and learn, but perhaps you will excuse me if I call 
attention to a few things we have here. 

I want to say to the ladies, while these men talk here you go in 
and have a delightful swim in the lake. You cannot sink; you 
can talk while you swim. On the other hand the men smoke and 
smoke, and of course, having a cigar in his mouth, he keeps quiet. 
I know you will enjoy it. If the water is too cold, all you have 
to do is to go to the city limits here and you will find the famous 
hot springs, equal to the sulphur springs in Arkansas. As you 
look around you can see the beautiful mountains here on the east, 
and they will be snowcapped again inside of thirty days. You 
know, anybody can prophesy here in this country, even a governor. 

The lake contains about 25 per cent of salt, is ninety miles long 
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and forty miles wide. There is one thing I may be permitted to 
talk about. They say every man has a hobby. I have my hobby. 
My hobby is the Great Basin, the undeveloped portion of our 
state, connecting with Colorado, in which the Moffat road was 
built. Our part of the state there hasn't any railroad. The sec- 
tion is full of resources. Sugar beets have been raised on trial 
there, thirty-two inches long, weighing eighteen pounds, and con- 
taining 20 per cent of saccharine, . better than any that can be 
raised elsewhere. We have coal there. The government author- 
ities tell us there are twenty billions of tons of coal in that locality. 
We have forty-three billion barrels of oil to be extracted from 
shale ; we have lands with plenty of water, timber, everything that 
one can dream of. But the fact is, until a railroad is built through 
that part of the country, it is of but little use. At any rate, going 
into that country you can escape paying excess taxes, because you 
won't have any; that is one advantage. I know if the people 
understand that, they will just fill up that country. Everybody 
tries to get away from paying taxes. You know that. 

We appreciate, gentlemen, your mission. We know that you are 
not here pleasure-bent ; you are here strictly on business. 

We indeed welcome you; but don't forget that the ladies are 
entitled to some attention. We have enjoyed suffrage here for 
over fifty years. It is a long time. It is a common thing with us; 
we are used to it. We know just what they are entitled to, so we 
have no trouble with them. You might as well conform to our rule, 
gentlemen, while you are here, for the sake of peace and har- 
mony. Indeed we are pleased, and one thing I should like to ask 
of you gentlemen, as governor — because, as I have said before, 
you are men of great standing in your community, or else you 
would not be here — governors do not make mistakes, at least 1 
don't, but I say this — while you are here observe everything very 
carefully, look the people over, judge them for yourselves, go over 
the city, take a little time to size up things, which I know you are 
capable of doing, and I know that we need not fear any verdict, 
any conclusion that you may arrive at. 

Ladies and gentlemen, we are indeed gratified to have you here, 
and I know the program in the hands of Mr. Bailey, the Secretary 
of our State Board of Equalization, is so arranged that you will be 
pleased to be with us. I thank you. 

Chairman Davis : We will now have a response to the address 
of welcome by Attorney-General Roberson, of Mississippi. 

Frank Roberson, of Mississippi: Mr. Chairman, Your Excel- 
lency, ladies and gentlemen: When I was requested yesterday 
afternoon by the president of the Association to respond to the 
address of welcome, I was somewhat nonplussed as to why he 
should have asked me. I wondered if it were that I hailed from 
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the state of Mississippi, probably one of the farthest distant states* 
that have delegates at this conference. I finally decided, after 
hearing some of the conversations on the train, and to which I 
will advert in just a moment, that probably was not the reason, but 
that the probable reason was that Mississippi was the first state in 
the Union to become constitutionally arid. And I wondered, from 
what I heard on the train, if my friends who were along with me 
didn't have an idea, because I hailed from the state that had been 
arid so long — ^that I might be able to bring some sort of a Mace- 
donian cry that might relieve the drouth, at least temporarily. 

It may be, however, that it is just following out the usual rule 
that the attorney-general is kind of an official buck-passer and that 
they usually pass along to him any sort of a job whether it is 
pleasant or otherwise. 

It is very easy to say that we are glad to be here. I am sure our 
hosts will realize and appreciate the fact that if you have been 
traveling since Friday afternoon you would certainly be glad to 
get almost anywhere, if it be the end of the journey; and to be 
allowed to reach a magnificent and beautiful city such as Salt Lake 
City appears, — why it is almost more than we could hope for. 

I wondered many times what kind of remarks ought to be made 
on an occasion of this kind in order to make a model response oi 
a model introduction of a speaker. I have had some little experi- 
ence in the political arena, and notwithstanding the fact that we 
have but one party in Mississippi we have some politics. You who 
live in a state that has just two parties, have just half as much 
fun as those of us who live in a state with one party. 

I have thought that many times the best sort of an introduction 
to a speaker would be : " Well, fellow-citizens, here is Mr. Smith." 
I know I have been introduced by zealous friends many, many 
times and have been endowed with virtues galore, 90 per cent of 
which were not true and 100 per cent of which the audience dis- 
counted, I am sure, and I have thought that if I were to say that 
we are mighty glad to be here, to use an old southern expression, 
that that would probably cover the entire situation, but nothing I 
might say would add any more genuineness to the response to this 
very gracious welcome that has been extended to us. 

The very generous invitation that has been extended to us by 
your Governor, the very evident hospitality of your city, remind 
me somewhat of a story that I have heard. It is not a story; it is 
a real incident. While it is far beyond the statute of limitations, 
if there are any prosecuting attorneys around, it took place in the 
Philippine Islands some years ago. I believe it was Kipling who 
said : " Take me somewhere east of Suez, where you can raise a 
thirst." And if you go in the right direction, of course, the Philip- 
pines are east of this country. 

On one particular occasion I happened to be present at a func- 
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tion out in the Philippines, where Kipling's line was being carried 
out along about 2 a. m. and one of the hosts, a friend of mine who 
happened to hail from Tennessee, said : ** Captain, we are cer- 
tainly glad to have you here." He said : " The latch-string always 
hangs on the outside." As already stated, it was about two o'clock 
in the morning, and this captain, who had been having a fine 
time, said : " Major, let me tell you, whenever you come over to 
our place we haven't any latch-string at all." So I am somewhat 
reminded of that by the very gracious welcome that has been ex- 
tended to us here this evening. It would seem that Salt Lake City 
does not have any latch-string to the door at all — ^that it is wide 
open to this National Tax Conference. 

Our good friend — the ubiquitous, I might say — Mr. Bailey has 
sung its praises many, many a time. He is like that old Roman 
Senator whose name I have forgotten, who whenever he made a 
speech always wound it up by saying : " Carthage must be de- 
stroyed." That is the way Bailey has been at these national con- 
ferences, and every time he had a chance he said : " You must 
come to Salt Lake City." We have heard its praises so much we 
were convinced even before we got here. 

The state of Utah is to be congratulated in other respects, and 
may I be permitted to ask your governor, whether he be a Demo- 
crat or Republican ? 

Governor Bamberger: I belong to the one party they have in 
Mississippi. 

Mr. Roberson (continuing) : That explains the whole situa- 
tion, gentlemen. I thought I was going to have to break a good 
resolution the very first thing. But that accounts for the fact that 
the state of Utah and its progressive policies have spread to even 
the distant state of Mississippi, and I am very glad that I did not 
have to break the resolution that I made to an old-fashioned Demo- 
cratic friend of mine in Kentucky. Many years ago when I was 
a good deal younger than I am now, he said to me : " Don't ever 
say anything good about a Republican or anything bad about ^ a 
Democrat." But the reputation of the Governor of Utah is of 
such a character that the actual facts would have required me to 
break that good resolution if he had been so unfortunate as not to 
belong to the same party we have in Mississippi. 

I hope that I am not dipping my oars into some sort of a polit- 
ical campaign by congratulating the state of Utah in another par- 
ticular. If I am, why of course you will pardon it because I 
speak without the knowledge of a citizen of your state and as a 
stranger. I have had the pleasure of meeting your Attorney- 
General Shields at meetings of the Association of Attorney- 
Generals, and I want to say that the state of Utah is to be con- 
gratulated upon the character of its chief law officer. 
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There are 'so many things that you should feel proud of in this 
state, but time will not permit, of course, for me to dwell upon 
that much longer. I imagine our hosts might be interested in 
what these various delegates and men from the east and other 
parts of the United States talked about during the two, or three, 
or four days we were on the way out to Salt Lake City — what the 
topic of discussion or topics of discussion were. Well, the subject 
of taxation was practically tabooed. The only time I believe I 
heard taxation mentioned was what some fellow said this morn- 
ing, when we had been riding along through southern Wyoming, 
through 700 or 800 miles : " I certainly should like to hear how 
some of these local assessors value some of this land." We dis- 
cussed politics first, but not a great deal. We Democrats demon- 
strated with ease and satisfaction to ourselves that the south could 
join with the men and women in the west and elect Cox. The 
Republicans demonstrated to themselves with equal facility and 
ease that they could cuss the President and elect Harding. So 
that about ended the political discussion. 

Now, the main discussion, the one that took most of our time, 
and kept bobbing up like Banquo's ghost, was the subject of pro- 
hibition. *I believe I must tell you this — That verdict was unan- 
imous. It was the only thing that we ever mentioned about which 
everybody seemed to have exactly the same idea, — that we had 
gone almost too far in this thing. Our friends from the east kept 
on bringing up the subject. I believe they say: ''down east" 
over there. A fellow from New York talks about going down to 
Maine and going down to Boston, and the fellow from Boston 
talks about going up, and so forth. I want to ask the people in 
Salt Lake City, don't you think, as fair and impartial umpires, a 
fellow talking about going down to Maine ought to be estopped 
from criticizing the men from Mississippi from saying ** You-all," 
and " I reckon " ? 

You know, I never did see these fellows have any interest in 
any of that southern Wyoming country until this morning; they 
didn't seem to have the slightest idea al30ut how to value that; but 
I was very much amused and struck when we went into a town 
about ten o'clock this morning called Green River. Some of you — 
I won't say all — but you who participated in the dim and distant 
past, went on the assumption that there is not a headache in a 
barrel of this Green River brand, so when we got to Green River, 
I saw a lot of these fellows from the east, or "down east," or 
whichever way you are going, get ofif the train and rush across, 
and I think they had suddenly put a little different valuation on 
this Green River than they had for a few hundred miles back; 
but upon their return to the train it was just as valueless and barren 
a waste as anything they had seen for some hours previous. 

My friends, speaking just a bit seriously, you have a wonderful 
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state, and you are part of a wonderful country. That occurred to 
me to-day as we were riding along in the train, just what a great 
country we did have, and in a general sort of way, how it was 
made lip. Speaking in rather loose terms, you may say that from 
the east you get the conservatism and the practical -minded way of 
looking at things; from the south you might say you get conservg.- 
tism and a large part of sentiment, but from the great, big, ener- 
getic west you get vision and energy. I don't know that we would 
want to change this country so it would function with any one of 
those ideas apart from the other. I don't believe that we should 
want this country to be actuated by a conservatism and practical- 
minded view of things; I don't believe you would want this coun- 
try to be moved by conservatism and sentiment alone ; I don't be- 
lieve you would want this country changed into a situation where 
it would be actuated with vision and energy without the practical - 
minded view and the sentiment and conservatism that 'goes with it. 
By taking these three great ideas then, we have formed the great 
composite spirit of America. And may I be pardoned in saying 
that although I come from the south, I thank my God from the 
bottom of my heart — without diminishing any belief in the justice 
of a cause which my forefathers advocated — I thank my God that 
this is a country united, one and indivisible. (Applause.) Of 
course, our victors in that struggle were of a kind that made defeat 
easier to bear. There was some back-wash after '65 that was 
worse than the war. And, as are most back-washes after periods 
of war, about 99.9 per cent of that was fathered and nurtured by 
politicians, but it was a great source of satisfaction to us and to 
the other parts of the country, I am sure, to see that pass away in 
these later generations. It was first so noticeable after the Spanish 
War of 1898, and it seemed to me that all those old feelings had 
passed away and that we really realized down south we were 
back and you were glad to have us back and we were glad to be 
back. When in this late war the sons of the south, the sons of 
the west, and the sons of the east joined together and went across 
the seas for America, one country, and lie side by side in ^he same 
graves, I say as one of the men from the south that I am glad that 
we stood as a country united and indivisible. 

I don't know whether you people from the west realize just how 
close you really seem to us from the south. Distance is not to be 
taken into consideration, in arriving at this feeling, even though 
the distance be great. It is a fact that many, many young men 
from the south came towards the west and grew up with this 
country. 

Mississippi takes some bit of personal pride in that one of the 
senators from your neighboring state of Nevada was bom and 
reared in the city of Vicksburg in my state. One of the senators 
from the nearby state of Oregon was bom and reared in the city 
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of Natchez, Mississippi. Various things of that kind have brought 
us very, very close to this western country. And there is another 
thing that has drawn you very close to this southern country, and 
with that remark I am almost through. 

Many of you will recall that some thirty years ago or more, 
when partisan strife ran high, there was what was called the Force 
Bill. It got into Congress and of course the south felt very keenly 
about the matter. And you know that the thing that kept the 
Force Bill people from passing the bill was the vote or votes on a 
certain parliamentary question, of certain senators in this part of 
the west, and that saved the passing of that Force Bill which 
would have taken charge of the southern elections. If the south 
be half-way grateful we could not but feel grateful to you people 
of the west. 

Mr. Chairman, we are glad to be here. I looked over this en- 
teitainment program a moment ago, and I am just wondering 
when we are really going to attend to any business if we go 
through half of this delightful entertainment that has been pro- 
vided for us here. Any delegate who is not satisfied with the 
hospitality and the situation here in Salt Lake City will be as hard 
to please as a Mississippi friend of mine who had a habit when- 
ever he got pretty well organized — and that is sometime ago — of 
talking to himself. As he was going along home one evening he 
was heard to make about this sort of a remark : He said : " Well, 
I am going home; if supper is not ready I am going to raise the 
devil, and if supper is ready, I am not going to eat a darn bite." 

Mr. Chairman, and Your Excellency, on behalf of the Associa- 
tion, may I say we are very glad to be here, and we should like to 
be permitted to so conduct ourselves as to be allowed to linger in 
this part of the west a few days after the Association has ad- 
journed, and see some of the delightful scenes that you have here. 

Chairman Davis : ^ I am sure that we have all appreciated the 
splendid response made by Attorney General Roberson of Missis- 
sippi, and I will frankly say, judging from the splendid type of 
man they have for Governor in Mississippi — Governor Blessing — 
and now after seeing the Attorney General of that splendid state, 
I myself should have no hesitancy in going to Mississippi for a 
time. I should like to ask the Attorney-General, however, if any 
of those sons of Mississippi who emigrated to the northwest, ever 
returned ? 

Mr. Roberson : They have not returned yet. 

Chairman Davis : This is a most remarkable meeting. I have 
just been informed that thirty-eight states have registered, in 
addition to delegates from the District of Columbia, Hawaii, Porto 
Rico, and Canada. Five other states have delegates on the way. 
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so that practically all of the states will be represented at this 
meeting. 

I should like to hear others respond or make a few remarks this 
evening; it is early yet; we have no definite program. I should 
like to get someone from the northwest. The state of Washington 
is represented here. Let us have a sort of experience meeting for 
a few minutes, a few short, snappy remarks. 

Frederic Elmendorf, of Washington: The state of Wash- 
ington is extremely glad to be represented, even in so weak a way 
at this convention. We have much to learn at these conventions, 
and it is a great pleasure to be here, and I hope that I can be in 
on every plan that is made. I feel that we shall all enjoy the hos- 
pitality and the program that has been arranged, and I hope that 
nothing will interfere with the real business of the convention. 

Chairman Davis : I believe we have the solicitor of the treas- 
ury of the Province of Ontario, Canada, in the audience, and we 
should like to have a few remarks from him — Mr. White. 

[Remarks by Mr. White.] 

Chairman Davis: We have a representative here from Porto 
Rico this evening and we should like to have a few words from 
Porto Rico. 

Jost E. Benedicto, of Porto Rico: I appreciate the courtesy 
which has been extended to me tonight. I wish to say that the 
English language is not my language, and it is very difficult for 
me to express myself in a different language from my own, but 
nevertheless I shall take just a few minutes of your time. I will 
say that whereas the Attorney General of Mississippi had to make 
a trip of two days to get here, I have made a trip of about two 
weeks to come to this meeting tonight. (Applause.) We have 
come purposely to attend this meeting of the National Tax Asso- 
ciation. 

Porto Rico is a little island about 1380 miles east from New 
York — Spanish territory of ten years ago. The American Gov- 
ernment is doing a very nice work. We want to take all the ideas 
from the American people and want to improve our Island as 
much as we can. I may say we have improved a great deal in the 
last ten or twelve years, mainly in roads. We have built roads all 
through the Island, and we have devoted much interest and much 
money to the building of schools; one-third of the total income of 
the Island is devoted to schools, and we have about 500 good school 
buildings. If we are to improve this Island in every respect, we 
could not refrain from coming to this meeting or this congress. 
I did not come here to make a speech; I do not intend to teach 
anything to anyone; I only come to learn myself; to get some new 
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ideas on this matter of taxation; to see if I can get improvements 
for my Island from this congress. Gentlemen, I wish to thank you. 

Chairman Davis: I know the meeting would be pleased to 
hear from the gentleman from Hawaii. Will you please give us a 
few remarks. 

Delbert E. Metzger, of Honolulu : If I make a speech before 
this convention it will be later on. I am what we call a " multa- 
haney " ; that is, a stranger to this sort of business — this tax busi- 
ness. I left home the 16th of June. I have been all that time 
coming here. I am glad that I am here and I expect to profit by it. 

Chairman Davis: I think our program would be added to 
materially now if we could call on a representative from the Philip- 
pine Islands, but I fear there is none present. We would like to 
hear from some of the other states. Any of you who desire to 
make a few remarks, don't hesitate; just get up and say some- 
thing. I will call on Mr. Bliss, of Rhode Island. 

Zenas W. Bliss, of Rhode Island : Mr. Chairman and gentle- 
men: I have not come quite so far as some, but I have come as 
cheerfully as any, because I have been here before. I am very 
glad indeed to be present at this convention. I have been to a 
great many. They have all been of great profit to me and I trust 
also to my state, and I feel perfectly confident in assuring these 
gentlemen who have been to such pains to be with us, that their 
time and effort will be well rewarded by what they will get here. 
I also wish to add my word of appreciation to those of His Excel- 
lency, the Governor, for his very cordial greetings and I certainly 
hope that if he ever wanders so far away from home as the eastern 
coast he will not neglect to visit the little state of Rhode Island, 
where we will give him a most cordial welcome, even if he is a 
democrat, because we have only one party in Rhode Island, too. 

Chairman Davis : I understand there are some announcements 
to be made. 

[Announcements regarding entertainment were made.] 

President Haugen : It has been customary to organize the 
Resolutions Committee by letting the delegation from each state 
and territory and country select a member to act on the Committee 
on Resolutions. I have taken the liberty of suggesting that Mr. 
Tobin of New York be the chairman of the committee. It is de- 
sirable that the different delegations get together and agree on the 
member of the delegation who shall act on the Committee on 
Resolutions, and hand the name in at some time tomorrow. It is 
suggested that we remain in the room and have a social session 
when the meeting adjourns this evening. 
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Chairman Davis : I think you appreciate the wide-open hospi- 
tality of the state of Utah. I want to say to you that that is char- 
acteristic of the west. Idaho desires not to be outdone by Utah, 
and on behalf of our state I take great pleasure in extending to 
you an invitation to come to Boise City and hold your next con- 
ference. 

This concludes our program for the evening and I hope you 
will follow the suggestion of the president and remain in the room, 
mingle and get acquainted. Tomorrow we have a full day's pro- 
gram and I hope everybody will be on hand promptly and at every 
session. Thank you. 

Chairman Haugen announced as members of the Nominating 
Committee of the National Tax Association the following: — 

Samuel T. Howe of Kansas, Chairman 

William Bailey of Utah 

Samuel Lord of Minnesota 

Joseph S. Matthews of New Hampshire 

W. B. Belknap of Kentucky 

[Adjournment of Session.] 



SECOND SESSION 

Tuesday Morning, September 7, 1920 

At Saltair Pavilion at the Great Salt Lake 

Permanent Chairman Haugen: Please come to order. This 
morning we have an interesting program before us and I will call 
on Mr. John Edgerton of Montana to preside. Mr. Edgerton is 
connected with the State Board of Equalization of Montana. 

John Edgerton of Montana presiding: It is rather difficult 
for me to say very much, but I cannot but feel complimented on 
being called upon this morning to preside over the deliberations of 
this meeting. The surroundings and the temperature are so dif- 
ferent from what we had in Chicago that it is a marked contrast 
and very agreeable. 

We probably all of us this morning have in mind the entertain- 
ment and advantages afforded us by Salt Lake City, and I am sure 
we all appreciate it. 

The program this morning relates to the first western states 
session, and I notice that the first paper or address is by one whom 
we have come to admire, from meeting him and hearing him last 
night, Governor D. W. Davis, of Idaho — Governor Davis. 

Governor D. W. Davis: Mr. Chairman and gentlemen of the 
conference : I have what I have to present to you this morning in 
the shape of a paper. You will pardon me for paying pretty close 
attention to the manuscript and not attempting to deliver an ad- 
dress. My subject is : " Responsibility in Government." 

RESPONSIBILITY IN GOVERNMENT 

D. W. Davis, Governor of Idaho 

In common with most other American commonwealths, Idaho 
found herself in the last few years encumbered with a business 
system of administering her public affairs that had been con- 
structed so many years before that it was not nearly meeting the 
requisites of modern action. The workers who had patterned this 
governmental edifice were accustomed to working in the days 
when the telephone, the electric light, the fast mail, the telegraph, 
and modern systems of business efficiency were unknown, and 

(14) 
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when the volume of business transacted was infinitesimal as com- 
pared with that of today. 

The old systems have been built up through the years with little 
thought that each part should be in some degree related to a cen- 
tral executive head, and the consequence has been a sadly ineffi- 
cient whole. 

We did not happen to have in Idaho any state agencies of such 
palpable uselessness as a certain state's famous commission, em- 
powered to care for a state reservation, commemorating the battle 
of Newton, a bloody revolutionary war struggle in which several 
Indian villages were destroyed and four white men lost their 
lives, but we did have certain boards and departments which were 
almost as useless as this battlefield commission. 

I need not tell you that governmental systems of this sort are 
usually inefficient. Each individual board, office or commission, 
sufficient unto itself, follows a beaten path of deadly routine. 
Elective officials may strive conscientiously to attain results, but 
they soon find themselves so enmeshed in the tape called '* red " 
that they first lose whatever energy they may have carried to the 
job and may perhaps finally abandon all hope. 

What is the fotmdation on which this sad dilemma is built? 
What is the keystone in this arch of inefficiency? One phrase tells 
the whole story — lack of definitely fixed responsibility. 

Isolated officials acknowledge no executive head. Separate com- 
missions whose members have received long-term appointments 
cannot be effectively called to account for misdeeds or for partial 
paralysis of their activities. The Governor, who bears the title of 
Chief Executive and who theoretically heads the state government, 
is restricted to the duties of attending meetings of constitutional 
boards, pardoning worthy criminals and signing commissions in the 
national guard. 

Do not tell me that this picture has been drawn with too many 
high lights. It fairly represents former conditions in my own 
state and I am led to believe it depicts with approximate accuracy 
the status of affairs in some of Idaho's neighboring commonwealths. 

In Idaho we have made a determined attempt to remedy our 
unfortunate situation. Most of our unconnected commissions, 
offices and boards have been swept into the limbo of forgotten 
things and we now have in their stead nine co-ordinated and co- 
operating departments, each headed by a commissioner who re- 
ceived his appointment from and is directly responsible to the 
Governor. 

The form of government under which we are now operating is 
the so-called cabinet plan. It was quite largely adapted from the 
excellent system devised by Governor Frank O. Lowden for mod- 
ernizing the cumbersome governmental machinery of the state of 
Illinois. Necessarily, of course, we made the changes demanded 
by the peculiar problems of this section of the west. 
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How, it will be asked, can a Chief Executive supervise directly 
all the varied departments brought under his supervision by such 
a scheme ? We have solved the problem in Idaho by insisting that 
commissioners have frequent personal conferences with the Gov- 
ernor and by holding at stated intervals, meetings of a cabinet 
comprising the several elective officers of the state and all the 
commissioners. 

At the cabinet meetings in question each departmental head 
either reads or delivers orally a report covering all the difficulties 
with which he has been called upon to deal. Discussion follows 
and suggestions are made. These trials, which appeared more than 
serious, usually fade away into the cloudless blue sky provided as 
a background for the dome of our capitol building. 

It must be borne in mind that no appointive official is named for 
any specific length of time. If a commissioner demonstrates 
marked capabilities, as has been the case in Idaho, he should be 
kept at his post indefinitely, but if he proves derelict in his duties, 
there is no reason why his official head should not be removed. 
Such is our duty to our constituents. Their welfare is our trust 

You all know that many a job-holder who enters a political 
office for a fixed term of years feels himself securely entrenched 
at least until after the next election. He is often wholly disin- 
clined to lend an attentive ear to chidings from a remote superior. 
He makes obeisance to his immediate chief, but, under systems 
like that just abolished in Idaho, he understands that his sloth ful- 
ness cannot well be punished by a Chief Executive whose admin- 
istration depends for its success on men of his type, but who, 
nevertheless, cannot reach and chasten him. 

The story is entirely different under our present cabinet form. 
If an under-official is not functioning creditably or if he makes 
some serious and irremediable blunder, the commissioner of his 
department is at once called into conference and the erring em- 
ploye is given to understand that he must have the same regard 
for the success of the state's business that he would have for the 
welfare of a private enterprise. 

In Idaho the Governor has ceased to be a figurehead. He con- 
tinues, of course, to sign state deeds of conveyance and national 
guard commissions and not the least of his duties are those con- 
nected with the several constitutional boards of the state, but he 
also has assumed tasks of substantially greater magnitude. He 
knows what is happening in the several state departments; he can 
determine policies and see to it that they are carried out; he can 
suggest changes whenever he deems them advisable, and he can 
correct errors when they are made. In effect, for the first time 
in Idaho's history, a Governor with both hands on the wheel of 
the ship of state is following a course which he himself has 
charted. 
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Those who speak of the increase in power with the fixing of 
responsibility which results from the adoption of our cabinet plan 
forget that the President of the United States has far greater pro- 
portionate powers than ever can be conferred upon a Governor. 
They forget, too, that a Governor is elected for a period of only 
two years; that he cannot spend a dollar which has hot been 
authorized by the legislature; that he is subject to impeachment; 
that whatever is admirable in his administration redounds to his 
credit, while whatever is unfortunate sullies his personal record; 
that his very eminence means thorough and unsparing publicity 
and, finally, that self-interest demands ardent devotion to his offi- 
cial tasks. 

Centralization of responsibility does not endow an executive 
with great powers. It simply means that the directing head of a 
state administration can be held accountable to the people between 
elections. It lends substance and consequence to executive ability 
and makes possible responsible administrative control. Persons 
who fail to see virtue in such a program must confess themselves 
foes of representative government. It is a business proposition. 

By way of demonstrating that the cabinet form has proved suc- 
cessful in practice, permit me to cite you only a few of the re- 
sults produced in the less than two years of its operation in Idaho. 

Our department of reclamation, for example, has solved com- 
pletely problems of Carey act administration which have perplexed 
Idaho officials for more than two decades ; has developed a system 
of water measurement which will save the state thousands of dol- 
lars, and has been more than aggressive in advancing the cause 
of reclamation generally. It has paid for itself. 

An adequate state highway program has been inaugurated by 
our department of public works; our land department saved the 
state $370,000 on a single transaction; the department of law en- 
forcement has almost doubled the efficiency of its licensing bureau, 
and more than seventeen times as much was added to the perma- 
nent endowment funds of the state in 1919 by the department of 
public investments and the land department as had been added in 
the previous year. 

I am not too modest to believe that these are achievements 
which make for progress. The record is by no means flawless, 
but nevertheless I shall not hesitate to base upon it whatever appeal 
I may be able to make to the voters of Idaho this fall. 

A natural complement of responsible administrative control is 
that financial efficiency which can be made effective only by the 
enactment of laws providing for a complete budgetary system. I 
am sure that most of the western states either have adopted budget 
legislation or contemplate such a reform, but nonetheless you may 
find profitable a brief discussion of the Idaho budget plan. 

Under our present statute, the commissioner of finance is the 
2 
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state's budget officer. His deputies are empowered to examine all 
state accounts and, as a matter of fact, records of virtually all 
expenditures of state money must pass through his department. 
With the necessary information readily available, the commissioner 
is not finding the preparation of a budget inordinately difficult. 

Of course, if the best results are to be obtained, this budget 
must be a scientific, painstaking analysis of the needs of the sev- 
eral state departments and institutions. Idaho's first budget bill, 
to be presented to the coming session of the legislature, may be 
deficient in many respects, but it is certain to eliminate much that 
has been direly haphazard in the appropriation technique of pre- 
vious legislative sessions. 

Our law provides that the completed budget must be placed in 
the hands of the Governor not later than December first of each 
even numbered year. Hearings on estimates included in the budget 
are to be held throughout the month of December. The attend- 
ance at these meetings of the Governor-elect and the heads of de- 
partments or institutions involved is made mandatory. 

It is particularly significant that the budget bill, which must be 
submitted not later than ten days after the organization of the 
legislature, has precedence over all other measures carrying appro- 
priations, except, of course, urgently necessary emergency acts. 
Standardization is provided for by a clause directing that all bills 
carrying appropriations must be itemized in accordance with the 
classification used in the budget. 

We expect gratifying results from the operation of our budget 
law. Speculation as to the amount which may be saved is ob- 
viously idle, but we have every reason to believe that it will prove 
so substantial that state officials will wonderingly inquire of one 
another why such a step was not taken years before. 

Responsible administrative control and effective financial control 
are absolutely essential to efficiency and economy in state govern- 
ment. State officials will continue to sail without compass on 
uncharted seas until these twin reforms have become general. 
There is no need for hesitancy. The experimental stage has long 
since been passed. We either must move forward or sink still 
deeper in the quicksands of irresponsible misgovernment. 

Governor Davis: Gentlemen, I want to add a word. In our 
department of law enforcement, I don't want you to get the idea 
that these nine commissioners are all nine new officers created in 
the state of Idaho. Many of the constitutionally provided officers 
are named commissioners, and receive the salary of the constitu- 
tional office to which they were elected, such as the Commissioner 
of Law Enforcement, who is the Secretary of State. 

In our state we had thirteen boards, the medical board, the 
dental board, the optometry board, and chiropractic board, and all 
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those. They had an organization of their own, president and sec- 
retary; and office furniture, to some extent, and they were scat- 
tered all over the state. With the change of administration you 
would sometimes have one board in the extreme north of the state 
changed so as to be thrown to the southeastern part of the state. 
That is all consolidated now in the Department of Law Enforce- 
ment, and the improvement in that one department alone has far 
exceeded the expectations of our administration. 

Take the matter of automobile licenses and such as that, we col- 
lected last year — ^the first year of the operation of that department — 
licenses for cars that had been in use four years and hadn't paid 
their licenses; out in the interior. We made a tremendous show- 
ing in licenses that were being overlooked, and collections that 
had been neglected in the past. Every county assessor in our state 
will vouch for the thoroughness of the work done by the Law En- 
forcement Department. 

We found that slipshod methods were used by many of these 
boards. We uncovered a condition in the dental organization, 
where the secretary had been selling licenses for two or three 
hundred dollars per, to somebody who had happened to be janitor 
around the dental shop, or maybe a horse doctor, or something of 
that kind, anyone who had the price. We brought a prosecution 
in that case and had all sorts of difficulty in bringing the parties 
to trial, but we succeeded just recently, and the sentence was a 
jail sentence of seven months and a heavy fine. That has been 
appealed to the supreme court, but we are very sure of sustaining 
the verdict. 

The commission cabinet form of government in Idaho is proving 
highly satisfactory, and I want to say to you that the great mis- 
take in the past has been, that we have gone into campaigns, and 
each candidate, regardless of party, promises the people a business 
administration. But the Governor does not come into office until 
the day that the legislature comes in. He is overwhelmed with 
the number of duties that fall upon him, far beyond his expecta- 
tions, and he very frequently throws up his hands in holy horror, 
takes the course of least resistance and sees how little he can do 
and get by until the next election. That is the history of every 
state in the Union at some time, and it has been so in our state. 

If you want efficiency, give a governor power to act and then 
hold him responsible for his office. 

Chairman Edgerton: Coming from Montana, which was ad- 
mitted at the same time as Idaho, and which has a constitution and 
laws somewhat similar, I think Governor Davis and the state of 
Idaho are to be congratulated on the advances made there. We are, 
perhaps, ridden to death with inefficiency in Montana because we 
have not done as Idaho has done. 
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If there are any of the members of the conference present who 
would like to ask Governor Davis any questions while he is on this 
subject, I am sure he will be glad to answer them. 

Celsus p. Link, of Colorado : I should like to have Governor 
Davis tell this conference what he thinks about the short ballot. 

Governor Davis: Gentlemen, I believe that the colnmission 
cabinet form of government will eventually lead to a short ballot. 
I hardly think that you could go out and make a campaign for a 
short ballot now and win. You must come to it gradually, but 
with the commission cabinet system of state government I am very 
confident that the ultimate outcome will be the short tallot. 

For instance, you elect a man Governor of the state and you 
may elect an Attorney General of the opposite party and of a very 
radical element for his adviser. You cannot get co-operation there. 
There is a conflict, and how frequently you find in states a direct 
conflict between the Governor and his Attorney General, who is 
supposed to be his adviser. 

I believe the time is coming when we shall have the short ballot 
in the United States. How soon I cannot say, but I believe the 
cabinet form of government has come to stay. I have had invita- 
tions to appear in several, states in the west, to tell them of our 
experience, from clubs and various organizations who desire to 
pass resolutions asking their legislature to adopt the cabinet form 
of government. 

If there are any other questions that I can answer I shall be 
glad to do so. 

Frank Roberson, of Mississippi : I should like to ask how you 
brought about that change, did you have a constitutional conven- 
tion, and did you submit the result of that convention to the people 
for ratification, or did the convention itself adopt the constitution, 
it not being necessary to submit it to popular vote ? 

Governor Davis: In our state I made a campaign for a busi- 
ness administration. We could not change the constitutionally 
provided officers, such as the Attorney General, the Treasurer, the 
Secretary of State and the Auditor; we have those. Now w€ 
invite them as a member of this Cabinet to sit with us in confer- 
ence each month when we have our appointed meetings. The 
value of these cabinet meetings, gentlemen, cannot be overesti- 
mated. There is an isolation that springs up, it seems, in state 
administrations, between departments. There is not the co-opera- 
tion we should have ; one department will frequently say : " Well, 
that is my business ; I will attend to that ; you stay on your part of 
the job." How frequently that happens. But not so now with us; 
we have these monthly meetings and discuss the work of the de- 
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partment for the month. It creates a sort of a spirit of rivalry, a 
spirit of pride in the department. 

In our Land Department, for instance, there is one concrete 
illustration. We had a land sale in our state in 1918. Conditions 
were very prosperous in the vicinity of this sale; there was a de- 
mand for the land. But for some reason or other the commissioner 
in charge of the sale, or the department, I know not which, did not 
seem to feel it necessary to get all he could out of this land. Now 
that land belongs to all the people of the state, the money goes 
into the endowment fund, and it is the duty of any administration 
to handle the land just as you would handle your own business, in 
the most profitable way. A sale was held of some 10,000 acres, 
and it was all sold at $12 an acre. That was the appraised value 
placed upon the land and no second bids were received. So much 
criticism developed that the sale was set aside, and it was leased 
favorably to many of the purchasers and others, and then a row 
developed over these leases and the row hung over into our admin- 
istration. We took the position that it was none of our making 
and the leases were set aside and the land put back where it was at 
the beginning. Then we went into the field and appraised the 
land, advertised it thoroughly, and held another sale, tmder a drouth 
condition in our state such as we had never had before. A great 
many acres of wheat had been seeded in the spring — I am speaking 
now of the dry land territory, and this was dry land we were 
selling — that didn't even sprout, didn't come up. But even under 
those conditions, and adding some thousand acres to the total, mak- 
ing 17,000 acres, we received an average of $32.63 per acre. That 
is what I referred to when I spoke of $370,000 being gained by the 
state in a single transaction. 

We had another transaction in the state where we received over 
$400,000 more than under the old plan of the year before. So, 
gentlemen, government of a state is nothing more or less than a 
great big business. All of the citizens are stockholders in that 
business, and they should take an interest in it. I tell you, the 
trouble in all our states and in the United States today is the lack 
of responsibility on the part of the individual. He shirks his re- 
sponsibility of citizenship; he neglects to go out and post himself 
on conditions in the state and upon conditions in the campaign 
before exercising his right of franchise. Hundreds of times in the 
United States you will find that huge bond issues are voted where 
only 10 or 12 per cent of the people voted on such bonds. Until 
we wake up and assume our full responsibility as citizens and take 
a keen interest in the men we elect to office and a keen interest in 
the administration of affairs, we are going to deteriorate and taxes 
are going to increase constantly through inefficiency. 

Chairman Edgerton: These questions have brought up some 
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very interesting points. Are there any more? We can, perhaps, 
take a few minutes before we proceed to the other numbers. 

The next paper or address for discussion is entitled, " The En- 
larged Powers and Work of the State Board of Equalization of 
Utah." I will call upon William Bailey, secretary of the board, 
to tell us something of the workings of his board, which has made 
wonderful advances. 

William Bailey, of Utah: Ladies and gentlemen, I am not 
going to read my paper. I have been attending these conferences 
quite regularly for a good many years and I have found that most 
of our time has been taken up with long papers and there has not 
been sufficient time to discuss them. I should like to see a thor- 
ough discussion of each of the papers at the end of the same ses- 
sion, in order that we may get out of them all that we possibly can. 

I have written this paper and it will be published in the volume. 
If there is anything in it worth while, you can read it just as well 
as I can. 

I should like to state that the National Tax Association calls 
these conferences and everybody who is interested has the privi- 
lege of coming and taking part, and it does not cost them an)1:hing 
either. The various subjects are discussed; there are no ques- 
tions settled. You have the papers and the discussions and con- 
sider them for what there is in them. 

Now then, the Association is kept up by a membership. These 
papers are all published in volumes, and any person who joins the 
Association may get these volumes and study these papers and get 
out of them what there may be in them. Therefore I hope you 
will all go and pay your fees and become members of the Asso- 
ciation. 

I am just going to tell you in a few words what I have in the 
paper, and then you can read it if you want to. 



THE ENLARGED POWERS AND WORK OF THE UTAH 
STATE BOARD OF EQUALIZATION AND 

ASSESSMENT 

WILLIAM BAILEY 
Member and Secretary of State Board of Equalization of Utah 

The Utah State Board of Equalization and Assessment has, as 
its name would imply, a two-fold duty, consisting on the one hand 
of equalizing assessments made by local officials, and on the other 
hand the placing of assessments upon certain classes of property 
which are required by law to be assessed by this board. It is the 
purpose of this paper to discuss the enlarged powers and work of 
this board which have developed as a natural result of its duties. 
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but before this discussion can be entered into it will be necessary 
to consider briefly the general system of taxation in Utah, so that 
the work of the state board will be seen in its proper relation to 
the work of other taxing officials of the state. 

Utah, like many of her sister states, obtains her revenue, mainly, 
under the old general property tax system. This method has 
served the state fairly well. By repeatedly amending the taxation 
statutes to meet defects indicated in actual practice, we have de- 
veloped a splendid law for assessing and collecting taxes under the 
general property tax system. 

Briefly, our taxation laws provide for an assessor in each county 
of the state, to be elected by the electors of the county. It is the 
duty of the county assessor to assess all property in the county 
except that which is required by law to be assessed by the State 
Board of Equalization and Assessment. When the assessor has 
completed his assessment, his rolls are turned over to the board of 
county commissioners, who constitute the County Board of Equal- 
ization. Every taxpayer has notice of the meetings of this board 
and may appear and complain against his assessment. The county 
board has power, on proper notice, to raise or lower the assessed 
value of the property of any taxpayer, or of the taxpayers of any 
district within the county. It may also require escaped property 
to be placed on the rolls. After the county boards have completed 
the equalization of the assessments in their respective counties the 
whole matter comes before the state board. 

It takes not only ability but a strong sense of fairness and jus- 
tice and a great deal of courage to make an efficient assessor. He 
must, at times, have the stability and strength to stand against the 
public and the efforts of influential taxpayers who try to evade 
their just proportion of the public burdens. Frequently an asses- 
sor will remark that he knows the property in his county is not 
assessed at its full cash value, but that , it is as high as in other 
counties. One assessor was heard to say that he was making his 
assessment just as low as he could and ** get by " the State Board 
of Equalization. These conditions will always exist until the rec- 
ommendations of the National Tax Association are put into effect 
and the local assessor is made an appointive officer. I fancy I hear 
some of my people say, " Oh, he is looking for more authority." 
I have not said that they should be appointed by the state board, 
but I believe they should be appointed by the county board, subject 
to the approval of the state board, as the state is interested in the 
results of their work. There are too many influences brought to 
bear upon the county assessors, particularly during election years, 
to make our present system in Utah ideal. Most of the assessors 
in Utah at the present time are putting forth an honest effort to 
make good assessments and support the state board in getting uni- 
form assessments throughout the state. The greatest problem for 
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taxing authorities, in my opinion, is equalization as between tax- 
payers within the county as well as between the counties. Utah 
has made splendid headway in this direction during the last few 
years. This involved years of work, careful study and courage. 
A too frequent change of taxation officers makes it difficult to 
carry out a settled program. 

This situation in our state has been the cause of very irregular 
assessments of all classes of property assessed by county assessors. 
In the year 1916 the irregularity of value between the various 
classes of property was most startling and this was even more pro- 
nounced within the classes themselves. In some instances certain 
clashes of property were assessed as low as ten per cent of their 
true value, while in other cases they were assessed as high as ninety 
per cent. The state legislature of 1919 recognized the necessity 
for a centralized power with sufficient authority to cope with the 
situation, and as a result the powers of the state board were in- 
creased, so that at present it has the authority to equalize the 
assessments as between the counties and may raise or lower the 
assessment of any one or more of the eighteen classes of property 
into which the property of the state is divided for assessment pur- 
poses. It may also require the County Board of Equalization to 
raise or lower the assessment of any property in order to equalize 
the assessments within the county and bring them to cash value. 

In addition to these powers, the state board exercises a super- 
visory power over county assessors while assessing and over 
county commissioners while acting as a Coimty Board of Equaliza- 
tion. In conducting this supervisory work the state board has 
evolved a method of holding conventions of local taxing author- 
ities. Such a convention consists of a group of counties whose 
interests are similar and all of the taxing authorities of the coun- 
ties represented in the group are required to be present. At these 
conventions all questions relating to the assessment and collection 
of taxes are discussed, and the best methods are described in 
detail. The discussion is always thrown open for participation by 
all present, so that the county officials may bring up any problem 
of particular interest to them. 

It is also the duty of the state board to assess the property and 
franchises of all railroad, car, street railway, telephone, telegraph, 
electric light, pipe line, power, canal, irrigating and express com- 
panies operating in more than one county, and the mining property 
within the state — the metalliferous mines at a value of three times 
the net proceeds thereof and the coal lands and other non-metallif- 
erous mines at their actual value. 

Time will not permit me to discuss the actual work done in 
equalizing the assessments of each one of the eighteen classes of 
property, but I shall relate briefly the problems which arise in the 
equalization of the assessed values of banks, live stock, merchan- 
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disc and farm lands, inasmuch as these classes of property have 
given the state board greatest concern when equalizing. 

The statutes clearly state that banks shall be assessed at the total 
market value of the stock. Of course in cases where the banks 
own real estate and improvements the real estate and improvements 
are separately assessed to the bank and entered in their proper 
places on the assessment roll and the amount of the assessment of 
the real estate and improvements is deducted from the total market 
value of the stock. The stock value minus the real estate and 
improvements value is then assessed to the stockholders. This 
method is so simple and the market value of the bank stock is 
generally so easily secured that the assessors usually get a very 
good assessment on this class of property. There are some bank 
stocks, however, which are not being sold on the market. In these 
cases the assessor ascertains the net earnings of the bank and 
capitalizes them at a determined rate of interest and thus decides 
the market value of the bank, always keeping at or above the book 
values. In years gone by it has been necessary for the state board 
to make numerous changes in the assessment of this class of prop- 
erty which led the board to adopt detailed rules for assessing banks 
and the observance of these rules by the assessors has produced 
results so satisfactory that not a single change was necessary this 
year. 

The equalization of the assessment of live stock presents a prob- 
lem peculiar to Utah and other western states where horses, catde, 
sheep and goats are permitted to graze on the public domain. It is 
not hard to determine the value of such live stock, but the diffi- 
culty arises when the assessor attempts to get the proper number 
on the assessment roll. In a few counties in this state the cattle 
are rounded up at infrequent intervals and even the owners do not 
know how many cattle they possess. It might be well to explain 
here that this state of ignorance is sometimes accentuated when 
the assessor calls. Several methods have been adopted in an 
attempt to get the proper number of cattle on the assessment roll. 
We have gone to the records of the forest reserve where cattle 
are permitted to graze, we have taken the calf cotmt and the steer 
sales, but have found that these methods are quite unsatisfactory. 

One would naturally think that it would be a comparatively easy 
matter to get the full number of sheep properly assessed, for they 
are driven in bands from one range to another, but out of the 
2,000,000 sheep in the state not more than 1,800,000 have ever been 
assessed in a given year. 

All transient livestock is assessed wherever found after January 
first, and unless the owner has real estate, or furnishes a bond for 
the payment of taxes, he must pay the taxes to the assessor at the 
time that the assessment is made. All taxes collected on transient 
live stock are sent to the state treasurer and are later distributed 
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by order of the state board to those counties in which the live stock 
grazed during the year. This apportionment is made upon the basis 
of the time which the live stock grazed in each county. 

Transient live stock which comes into Utah from an adjoining 
state is taxed for at least six months time although the live stock 
may be in the state for less than that time. If such live stock 
remains in this state for more than six months, then the owner 
must pay for the actual time spent in Utah. It appears that the 
owner of live stock who grazes them in more than one state is 
subject to a certain amount of injustice in his taxation, for in some 
of our adjoining states the live stock is taxed for a full year even 
though they are there for only a part of that time, and it would 
appear to me that so far as taxation is concerned, live stock should 
be movable from state to state with no more burden of taxation 
than if they were being moved from one county to another within 
the state of Utah. 

In the past some efforts have been made to secure a uniform 
system of taxation for live stock in Utah and the adjoining states, 
but no practical results have been secured. We earnestly hope that 
the representatives of these states will formulate plans during this 
conference which will eventually bring about the desired results, 
so that stockmen who graze their live stock in two or more states 
will not be discriminated against in taxation. 

The assessment of merchandise in the past has been conducted 
in an irregular and haphazard manner, due in part to the inability 
of the county assessor to make a correct estimate of the value of 
merchandise stocks. Investigations made by the state board showed 
that for the most part, the small stock of goods was assessed at its 
full value, while the larger mercantile establishments were escaping 
with comparatively light assessments. In view of these conditions 
the state board decided that heroic measures must be adopted. It 
therefore required every merchant to file a sworn statement with 
the state board showing the value of the merchandise, trade fix- 
tures and machinery which he had on hand January first. They 
were also required to show the amount of their cash on hand, debts 
and solvent credits. With this information as a basis, the state 
board was prepared to equalize the assessment of merchandise. 
When the values on the sworn statements were compared with 
the assessed values, some remarkable discrepancies were discov- 
ered, and it resulted in the reconvening of most of the county 
boards of equalization for the purpose of making new assessments 
of this class of property. 

Debts under our constitution may be deducted from credits in 
determining the proper assessment of a mercantile institution. 
This brought a controversy as to the proper way of treating " cash 
in the bank." The assessor of Salt Lake county held that '* cash 
in the bank " was a solvent credit and should be treated as such 
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in computing the assessed values, while the state board opposed this 
view and contended that to have the cash in the bank was merely 
a convenient way of handling it and that it should be assessed the 
same as though it were cash on hand. The question was tested 
and the court held with the county assessor, i. e. that '* cash in 
bank " was a solvent credit and should be treated as such in making 
an assessment. This decision resulted in taking about $15,000,000 
from the assessment rolls of the various counties in the state. 

Investigations conducted by the state board during the past few 
years on the assessed values of farm lands have clearly demon- 
strated the inequality in the assessment of this class of property, 
and this inequality was just as great in the individual assessments 
within the county as it was in the general average of one county 
as compared with the others. The county assessors and county 
commissioners were called together before commencing the lasi 
assessment and the situation was discussed with them. The state 
board ordered that a committee of at least three capable, experi- 
enced men should be chosen to value and classify the farm lands 
in each county. This order was complied with by every county in 
the state except one. The result of this reclassification was an in- 
crease in the assessed value of farm lands in the state of $25,000,000. 

The state board then sent out its representatives to each county 
to investigate the selling value of farm lands as compared with 
the assessed values. They secured a list of real estate transfers, 
representing transactions in farm lands in various parts of the 
county and then interviewed the grantees and grantors for the 
purpose of securing the actual consideration for the farm land. 
Strange as it may seem, after all the effort that the state board had 
put forth the final result showed an average assessment of from 
32 per cent to 68 per cent of sale values in the different counties. 
This, of course, called for action by the state board and raises 
were made so that the farm lands in all counties were placed on the 
same level. 

The assessment of the mines of the state has been a subject of 
contention since the adoption of the original constitution which 
provided that mines of all kinds should be assessed upon their net 
proceeds in addition to the price paid the Government for the 
mining lands plus the value of the machinery and improvements. 
There was a general feeling that mining companies were not pay- 
ing a fair proportion of the taxes. As to coal mines, several 
problems developed: The coal companies first in the field bought 
their land from the Government at $10 per acre, which included 
some of the best and most accessible lands in the state, while more 
recently the Government classified the coal lands and some sales 
were made as high as $300 per acre. Some coal lands were there- 
fore assessed at $10 per acre while other coal lands, not as valuable, 
were assessed at $200 per acre. This was clearly a violation of the 
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equality clause of the federal Constitution. Then as some of the 
companies which had acquired large acreages at the low price were 
only operating a small tract it was felt that they were not paying 
a fair tax on the tmoperated lands. After the failure of two pro- 
posed amendments to the state constitution, an amendment was 
finally adopted in 1918 providing for the assessment of metallif- 
erous mines at a value based on some multiple of the net proceeds 
and non-metalliferous mines at their actual value. The legislature 
determined three times the net proceeds as the proper multiple 
for the metalliferous mines. 

His Excellency, Governor Simon Bamberger, has taken a deep 
interest in the taxation of mines and was largely instrumental in 
securing the adoption of the mine tax amendment by the people of 
this state. Since the mine tax amendment was adopted the Gov- 
ernor has been in frequent consultation with the state board and 
has given valuable assistance in putting the amendment into actual 
operation. 

The assessment of metalliferous mines is a simple problem, as 
it is based on reports of the mining companies, made in accord- 
ance with the requirements of our statute and the rules of the 
board, but the assessment of the coal mines and other non-metal- 
liferous mines furnished some difficult problems, because as these 
properties are not changing hands it is difficult to determine their 
value. I shall not discuss in this paper the plan adopted for the 
assessment of coal lands as this subject is being treated in a paper 
which will be presented to this convention by Professor William 
Peterson, the geologist for the board, to whom the state is very 
much indebted for putting in effect the very splendid plan now in 
operation. 

The principal non -metalliferous minerals in the state, outside of 
coal, are asphalt, gilsonite, elaterite, potash, phosphate, and salt. 
As these minerals are found in well defined veins or deposits it is 
not a difficult problem to ascertain the tonnage contained in the 
several properties. After careful investigation and consideration 
and after hearing plans proposed by companies owning some of the 
larger non-metalliferous mines, the board adopted the plan of 
valuing these mines on a tonnage basis. The value per ton was 
determined by ascertaining the net profit per ton of the different 
kinds of minerals, the royalty paid where any of these mines were 
leased, the extent of the market and the probable time it would 
take to exhaust a mine and such other elements as would enter 
into the determination of the value of the property. During the 
two years that this constitutional amendment has been in force the 
board has measured nearly all the known non-metalliferous mines 
and deposits to a conservative depth and valued them on the above 
basis. At first the mining companies raised objections to this 
method but finally admitted that it was the best plan that had been 
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suggested. One large foreign corporation with large holdings 
brought its general officers and general counsel from New York 
and Philadelphia prepared to make a vigorous protest against its 
assessment, but after going over the data which the board had 
accumulated and the method of determining the value, they ad- 
mitted the fairness of the board's valuation and withdrew their 
protest. 

In assessing public utilities the board requires detailed reports 
of all classes of property owned by the several companies, and after 
determining the values of the properties, the different companies 
are notified of their assessments and given an opportunity to make 
objections before the board, as there is no other authority to re- 
view the work of this board. While making the assessment of this 
class of property the board has invited conferences with the repre- 
sentatives of the different companies. By dealing with the public 
utility corporations in perfect frankness and in a spirit of fairness 
the board has had no difficulty in getting the necessary facts from 
which to value these properties. I believe the public utility cor- 
porations are now paying a fair proportion of the taxes of this 
state. In the case of car companies the state board not only as- 
sesses the property but its secretary collects the tax and distributes 
the tax to the several counties entitled to participate. 

In conclusion, I wish to state squarely and with all the force 
that my command of language will permit, that there is an abso- 
lute necessity for a centralized power to equalize taxation within 
the state. County taxing officials do not assess the property within 
their respective counties any higher than is absolutely necessary 
to supply revenue for local purposes, consequently one county may 
be assessed for twice the proportionate values of another county 
and of course this county would pay twice the amount of state 
taxes that its more fortunate neighbor would pay. In short, unless 
there is a centralized power for equalization, the assessed values 
in any given county will depend upon the needs of that county for 
local revenue and the assessed values throughout the state will 
vary just as the needs for local revenue vary. Some people may 
say that a separate assessment of a certain class of property for 
state purposes would obviate this difficulty. Such a system would 
lead to extravagance in the use of public ftmds and, furthermore, 
there is just as much need for equalization within the respective 
counties as there is for equalization between the counties them- 
selves. A board of equalization composed of capable, high-minded 
men with sufficient authority to supervise and equalize taxes within 
the state presents the logical solution for this problem of equal- 
ization. 

Chairman Edgerton : Will the gentlemen when they get up to 
address the chair please state their names and where they come 
from, so that the stenographer may complete the record. 
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O. A. Smith, of Oklahoma: I wanted to ask the gentleman 
from Utah how his board assesses cash and what method they have 
of arriving at it. 

Mr. Bailey : That thing was so funny I didn't want to mention 
it. The facts are these : In connection with the merchandise state- 
ment that we required made to the board, we asked the merchant to 
give us his merchandise, his trade fixtures, his cash on hand or in 
the bank, his solvent debts and solvent credits. Under the consti- 
tution of this state you may deduct from your credits any debts 
that you may have, so we instructed the assessors throughout the 
state that money in the bank was cash in hand, and that they should 
treat it as such ; but the assessor of Salt Lake county said it wasn't 
so, that cash in the bank was a solvent credit. It was taken to the 
courts and the court said the assessor was right, we didn't get any 
cash. It is an unfortunate thing but we haven't any cash on our 
assessment roll. . 

Now, I should like to venture an assertion. I don't believe that 
you ever will get your money — your cash — upon the assessment 
rolls as long as you apply a two per cent rate against it. I think 
that the only method of getting your cash will be under a classified 
property tax whereby cash may be assessed at a low rate. All 
things, in my opinion, should be assessed according to their dis- 
coverability. Homes have no business to be assessed as high as 
live businesses, as a merchant, a farm, a bank, and things of that 
kind, because the best, citizen in the United States is the man who 
owns his own home. Therefore encourage him. Cash is a benefit 
to the public, and therefore ought not to be assessed as high. All 
I can say about it is, we have none. 

Jos6 E. Benedicto, of Porto Rico : I should like to ask a ques- 
tion of this gentleman: if factories are assessed in this state by 
physical value or as a going concern ? 

Mr. Bailey: The larger corporations in this state are assessed 
upon their physical value. When it comes to banks and property 
of that kind, they are assessed upon their share value. As to other 
concerns, we have a case now in Salt Lake county where the Utah- 
Idaho Sugar Company was assessed by the county assessor for its 
physical holdings, and he added $10,000,000 as an intangible asset. 
He placed it upon the assessment rolls, however, as personal prop- 
erty, not otherwise enumerated. That matter is in the courts at 
the present time. Just what the result will be I don't know. The 
Utah-Idaho Sugar Company is certainly worth more than its fac- 
tory, and it is certainly worth the amount that the assessor assessed 
it at, but what the court is going to do I don't know. One man 
said the Lord Almighty knew everything except what a jury 
would do. 
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William H. Galvani, of Oregon : I was very much interested 
in the statement made by the secretary of the state board of equal- 
ization about the various methods employed in the state of Utah in 
increasing the taxable property in this particular state. I should 
like to know the effect of the increase of the taxable property in 
this state, whether it actually decreased the levies on anybody or 
on any kind of property; and how they manage to continually 
invent new schemes of taxation, new subjects and new additions 
to the taxable property while at the same time that wonderful 
feature called levy keeps on increasing year after year until taxes 
on some people at least become almost confiscation. I know some 
counties where this very thin^ is going on, and how wonderfully 
they manage to increase the sources of taxation, and how at the 
same time, especially, public service institutions, contribute prob- 
ably more than one-half of all the taxes that are collected within 
particular counties. That is a very interesting subject to some of 
us especially, and if we could get any light upon it I should be 
very much pleased. 

Mr. Bailey : I don't know who the gentleman is, but I bet he is 
a corporation man. 

Mr. Galvani : Yes, he is running up against you all the time. 

Mr. Bailey: It is a great big mistake that 90 per cent of the 
people of this country are everlastingly bumping the assessor, call- 
ing him names, because he makes the assessment, and then they 
will turn right around and clamor for more and more money to 
spend. What is the difference, gentlemen, whether a home is 
assessed at $1,000 at 20 mills or $2,000 at 10 mills? You don't 
want to knock the assessor, it is not his fault. But you do want to 
go after some of these spenders. What the gentleman said is more 
or less true. Values are going up and up ; so are the levies. We 
endeavored in 1915 in this state to limit the levies and succeeded, 
and the result was that three parts of our state claimed that it was 
starving to death, and we immediately began to raise them again. 
As fast as you raise your levies, your values will go down. I have 
not yet met the assessor who will assess his district beyond what 
the local needs are, unless he is prodded mighty hard. This year, 
as far as this state is concerned — and we all know, I think, it is 
true everywhere — expenditures have been great, due to conditions 
that we are all acquainted with. 

I will tell you what we are doing: Our last legislature appro- 
priated $1,850,000, $650,000 more than had been appropriated by 
any previous legislature. Conditions demanded it; we are doing 
some wonderful road work in this state, and that is how our money 
is going. Now, I am going to ask you commissioners and you 
assessors and all you people here whether you want this stopped 
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or not. 48 to 53 per cent of the state tax goes to schools, and 
27.7 per cent goes to roads, 7,7 per cent to administration. Do you 
want to quit your schools? Do you want to build roads or quit 
building them? Those are the two items. If you want those 
things, pay the money, and the utilities will have to do the same 
thing. That is the whole situation. 

Only 24 per cent of the whole area of Utah bears the burden of 
taxation. The rest is desert and mountain. That is the condition 
here, we have to pay higher taxes in this state than you do in your 
old settled states back there, that is self-evident, there is where 
our expenditures are. It is true there is a great tendency to raise 
the levies and get more money. During the last summer — you 
county commissioners are here and I am going to tell you now — ^this 
is what you did and this is what happened. You would go down 
to the road commission and you would plead with the road com- 
mission for more money; that you had to have more money; that 
your people wanted it because you wanted the roads, and then you 
would spend the afternoon with us just giving us the devil because 
we were raising it. If you spend it, gentlemen, we must raise it, 
and we have done so this year. We did our best, and they say to 
me, *' Bailey, you are the meanest man in the state of Utah," and 
if you don't believe it ask these commissioners. 

Charles J. Tobin, of New York: I should like to ask Mr. 
Bailey one question, as to whether your board has evolved any 
plan or basis for the assessment of remote pieces of property, re- 
mote farms; to help the local assessor where the farm is situated 
away from the railroad and away from a state road, and has very 
little in the way of vegetation or other products; if you have any 
pl^n at all that helps the assessor in making the valuation or the 
assessment of such property. 

Mr. Bailey : Simply this, and it has worked out splendidly here 
this year. We went to various counties and talked over the condi- 
tions and learned the conditions in each. We asked the county 
commissioners to select three men, men well qualified for the posi- 
tion, to go out over this ground and appraise it. We did not want 
to take that responsibility; we wanted outside men. Of course the 
assessor was the final judge, but these committees have done that 
work and it worked out splendidly. We have counties in this state 
located a long way from railroads, with isolated conditions. All 
that was taken into consideration. It was done in this way: The 
property was divided into classes, and these committees placed a 
value upon the property. In selecting these committees they usu- 
ally took men from different parts of the county, and their ap- 
praisement met with very good success. I believe there is as good 
an assessment today upon our farm lands, taking all things into 
consideration, as was ever had in the state. 
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Philip Zoercher, of Indiana: How much did you increase 
your valuation? 

Mr. Bailey: The assessed valuation of this state is only 700 
millions, so it is not very great, but upon these farm lands alone it 
was increased 25 millions this year by the re-appraisement. That 
was a mighty good raise, don't you think so, Mr. Spalding ? 

George Spalding, of Colorado: I should like to tell of a few 
circumstances that happened to me the last time I appeared before 
this board. I had a talk with Mr. Bailey, which astonished me. 
It was right along the line with what Governor Davis of Idaho 
has just said, and what Mr. Bailey has said, in answer to the ques- 
tion regarding increased levies and increased valuations. To be 
sure, I am with a corporation; at the same time I try to approach 
taxation as a private citizen, not only of the state of Colorado, but 
practically of all the states in which we operate. 

Here, to my mind, is where the trouble comes. As the Governor 
of Idaho has stated, and as we have done in Colorado and in ah 
the other states, without doubt, one-fifth or 20 per cent, possibly 
less than that, of our people will vote on bond issues, and then 
shout tlieir heads off because they have to pay taxes to meet the 
interest on those bonds. We will build roads, we will build schools, 
and do all kinds of things of that nature, when a few people may 
get the benefit, and many people may not, or it may be the reverse, 
but the majority of our people do not take any interest in the ex- 
penditure of that money or how it is going to be raised. 

In making up our budget at this time, with a little over a million 
and a half that we have to spend for taxes, I am trying to find out 
now in the states where we are operating what the levies are 
going to be, and I believe without doubt that in the majority of 
the states the levies are going to increase. We know the values 
have increased. That is right. The question is, who is taking an 
interest in the expenditure of that money? 

Here is another thing that has occurred to me. In Idaho, ap- 
pearing before the state board, in answering questions as to how 
they arrive at the value of merchandise, some of the assessors said 
that they took the word of the merchant, others that they took the 
inventory. It would seem that Mr. Bailey has cracked the nut, so 
to speak, by putting the merchant under oath, to file a statement 
with the state board as to what the value of his merchandise is. 

There is no reason, to my mind, why a corporation — and by a 
corporation I do not mean to infer that it should necessarily be a 
public service corporation, a corporation need not be a huge aggre- 
gation of men, it can be a small proposition ; but there is no reason 
why a corporation should have to file under oath a statement af its 
inventory, of its liabilities, assets, and so forth, while the ordinary 
citizen, who may have a great deal of money, a great deal invested. 
3 



34 NATIONAL TAX ASSOCIATION 

need only make a simple statement and be allowed to get away 
with it. I believe that everybody should take a pride in paying 
taxes, that he should take pride in seeing that that money is in- 
vested in the schools, and in the different institutions in the state 
for the benefit of the mass of the people and of his family. 

Mr. Zoercher: I just want to state that Indiana, under its new 
tax law, which went into effect last year, increased the total valua- 
tion from 2J4 billions to 5 billion 750 million, and this year, with 
the increase on personal property and additional improvements, the 
total in round numbers will be 6 billions. The levy has decreased, 
of course. The state levy under the old valuation was 35.1 cents 
on the $100, and then there was a new levy of 10 cents for road 
purposes, which made 45.1. This was reduced to 18 cents on the 
$100, and likewise in all communities the levy was less than 65 
cents on $100 for all purposes. 

Mr. Galvani, of Oregon : You wait another year or two. 

Mr. Zoercher: But the special session of the legislature has 
taken part of the power of the state board away, on the cry of the 
critic for ** home-rule " ; the state board will, after the 1st of 
January, have no longer any regulation over bond issues or over 
tax levies. 

Mr. Bailey [to President Haugen] : How are they doing in 
your state on that ? 

President Haugen: There was an illustration of the result of 
a full value assessment in Milwaukee some eight or ten years ago 
that I think answers the question of the gentleman from Oregon. 
That was under old normal conditions, before the present demand 
for more revenue. The assessment in Milwaukee had not been 
any better than in a good many other sections of the state, but 
they went to a system there of selecting assessors tmder civil 
service rules, placing them on a salary for the year, and they en- 
deavored to place all property at its true value. The result of it 
was that the tax rate was reduced from, I think some 27 mills to 
17 mills and a fraction, the next year, as a result of that full value 
assessment. 

It is true now that in view of the cost of everything and the 
demand for more revenue that the tax rate this year will have to 
be over 20 mills or over 2 per cent — I don't know how much more — 
but that was under the old normal conditions, and as a result of 
the full value assessment the tax rate was reduced by more than 
one-third. 

Mr. Galvani : What was the difference in the increase in value ? 
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President Haugen : There was a large increase in the value of 
the assessment. I don't suppose the revenues of the city were any 
smaller, but we don't expect in a growing city or an enterprising 
community that the expenditures for the conduct of public busi- 
ness will decrease year after year. The public is constantly de- 
manding more than it ever did before, and it has got to be met, as 
Mr. Bailey has told you. 

J. T. White, of Toronto: I would like to ask Mr. Bailey if 
there is a state tax levied on wild lands or unimproved lands in 
Utah. 

Mr. Bailey : The property in the state of Utah is valued and 
all placed on the assessment rolls, and the st^te applies its levies, 
the schools theirs and the city, and the county theirs. I would 
like to state that I really don't like the system, because the state 
has a limit of five mills. It cannot go beyond five mills, and for 
that reason we haven't raised the money this year that was neces- 
sary. The schools get in and apply their levies, then the county 
and then the city, if the property is within the city limits; These 
levies are applied against all the property in the state after it is 
placed upon the rolls by the two bodies — the state board of equal- 
ization and the county assessor. Now when the schools apply 
their levies they notify the county commissioners, who thus know 
what they are, but they do not know what the state is going to do, 
or what the city is going to do. 

I am a thorough advocate of one great principle, of keeping 
down your representatives. It is necessary. We have ambitious 
ppliticians, who sometimes get elected, and they like to spend lots 
of money. Gentlemen, let me tell you, that it is necessary for 
officials to protect the people against themselves. [Applause.] 

I say, therefore, that if there were a central body that could 
supervise these levies, we should spend less money, but I can say 
this to you public service corporations, to you farmers, and all of 
you, that just as long as you spend the money, we shall raise it. 

Oscar Leser, of Maryland: Hearing Mr. Bailey describe the 
difficulties of administering the tax law in Utah, and also extolling 
the virtue of the low rate on money and bank deposits, and on 
residence propert;ies, I want to congratulate a man who believes in 
the general property tax, for giving such a good argimient against it. 

Mr. Bailey : I will talk to you after the meeting. 

Chairman Edgerton: We must hurry along. The splendid 
points raised by Mr. Bailey will furnish ammunition for the round 
table discussion at this evening's session at the Utah hotel, so we 
will leave this subject and go to the next subject on the program. 

The next paper is " Wyoming Problems, with especial reference 
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to the Taxation of Oil Properties." I regret to say that no mem- 
ber of the state board of equalization of that state is able to be 
with this conference today. I am going to call on Mr. Frank Orr, 
of Oklahoma, to tell us something about the taxation of oil prop- 
erties in Oklahoma. 

Frank Orr, of Oklahoma: Mr. Chairman, Ladies and Gentle- 
men : I believe I will stand over here so that you will have a good 
backgroimd, thus reducing your torture to the minimum. I am 
aware that it would be too great a task for you to face the ** sun '* 
and me at the same time. You doubtless remember reading in the 
Bulletin some tiftie ago, where a suggestion was made that all 
speakers instead of reading their papers, tell us what is in them, 
because it would be more interesting, entertaining and instructive. 
I happen to be the author of that suggestion, and therefore the 
" fall guy ", and am now getting some of my own medicine. I 
have not even been given a chance to prepare a paper. Shortly 
after our arrival at " Salt Air " this morning, Chairman Edgerton 
informed me that Mr. Holcomb wanted to see me, and I was im- 
mediately conducted into his (Mr. Holcomb's) august presence and 
gently informed that the gentleman from Wyoming who was to 
address this session on the subject of " The Assessment of Oil 
Properties ", unfortimately could not be here, and likewise gently, 
but firmly, informed that I would make a short talk, and the shorter 
the better. He wanted you gentlemen to hear a good speech, and 
inasmuch as I have not prepared any paper or any connected 
thoughts on this subject, you will probably hear the best speech of 
the convention. 

Inasmuch as my subject is not taken from the Bible, it will be 
comparatively easy for me to stick to it. In the beginning it is 
probably best that I explain who I am, who I was, and who I may 
be, so there won't be a comeback, and I be called a '* corporation " 
man. For four years (1911-1915) I was the advalorem tax clerk 
of the state of Oklahoma. At that time I was under the impres- 
sion that property was assessed at from ten to twenty-five per cent 
of its full value. Since that time, however, I have been making a 
living honestly by representing the Sinclair Companies, a little 
corporation, in the capacity of tax attorney, and if I ever receive 
forgiveness for the mistake I made several years ago, a like cere- 
mony will be unnecessary, as I am now sincerely of the belief 
that property at that time was assessed at from 100 to 200 per cent 
in excess of its value. 

I assume a further reason for having called on me to make this 
little talk was something after the fashion of an occurrence in 
Kansas in the populistic days. Judge Howe will remember quite 
well, one day they were at a country funeral and the corpse had 
been brought into the church, but the preacher was late, and while 
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they were waiting for the preacher to arrive, everything was quiet, 
as it should be on occasions of that sort. Somebody got up and 
said, '* Ladies and gentlemen, I would suggest that Judge Howe 
give us a speech on the * Farmers' Alliance ', until the preacher 
arrives." The man from Wyoming didn't arrive. 

I will now take up the subject of the assessment of oil properties 
and will speak of Oklahoma first, and later will refer to the re- 
mainder of the mid-continent field, which comprises Kansas, Okla- 
homa, Louisiana, and Texas. Oklahoma should come first for 
various reasons: First, Oklahoma, as we all admit down there, is 
the ideal state, because it is said, and truthfully so, if one migrates 
from Illinois, which is my birthplace, to Oklahoma, and from 
Oklahoma to heaven, and the transfer is gradual, the difference in 
the atmosphere and environment would not be noticeable. Second, 
Oklahoma is one of, if not the greatest states of the Union, as I 
will presently show you. 

Oklahoma produces more wheat than Minnesota; more corn 
than Illinois; more coal than Pennsylvania; more and better mules 
than Missouri; prettier horses, and faster women than Kentucky; 
more fruit than Michigan; more lumber than Wisconsin; more 
hogs than Iowa; more cattle than Texas; more sheep than Mon- 
tana; more oil than California; more gas than Congress, and as 
much hell and as many politicians as Kansas. 

In Oklahoma, oil leases are divided into two classes: commer- 
cial and departmental leases. I will take them up in the order 
named. The production of oil and gas is practically all conducted 
on leased real estate as but very little of the land is owned in fee 
by the producer. In Oklahoma we pay a gross production tax ol 
3 per cent of the gross value of the oil and gas when sold, which 
is in lieu of all other state taxes of any kind or character that 
might be levied against producing properties, including all machin- 
ery and equipment as well as the value of the leasehold. I wish 
to state, and I am now talking as a member of this conference and 
not as a representative of any special class, that in my humble 
judgment there is 6n\y one equitable way in this wide, wide world 
to assess mining property — I do not care what the character, size 
or location may be — and that is, on the gross production basis. 

My reason for making this statement is, that mines have no 
value, except speculative, until the product is reduced to posses- 
sion, or in other words, brought to the surface of the ground, and 
placed in the channels of commerce, as it is the realization rather 
than anticipation that creates the value of mineral properties. 
Inasmuch as this sort of an industry is hazardous and uncertain, 
I say why not reduce the uncertainties to a minimum when pos- 
sible to do so. Therefore, the one big item, which is taxes, if 
levied on a gross production basis may be revealed to the producer 
at the close of each day's business, rather than hazard the guess, 
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what someone guesses someone else will guess, the yearly tax will 
amount to. 

To illustrate, assume that we put down a hole and it costs us 
$50,000. We strike, we will say, a ten-thousand-barrel well, and 
oil today is worth $3.50 per barrel. We pay a tax of 3 per cent 
on the sale value of the oil produced. On the other hand we put 
down another well and it costs $50,000 and we strike five barrels. 
There is a notable distinction between the values of those two 
properties, while the possibilities are that the lease equipment costs 
the same, yet if you attempt to assess them at the same valuation, 
which under the general property tax law you would be required 
to do, because the property is there, there would be an unfairness 
in the method of the taxation of those two properties. 

Now, we have what is known as departmental leases, that is, on 
restricted or Indian land. The Supreme Court of the United States 
has held that oil and gas produced on this class of leases is under 
government agency, or in other words, the oil belongs to the 
Indian, and the Indian is under the jurisdiction of the federal 
government; and as a result, that property is not taxable. How- 
ever, the state of Oklahoma, and rightly, has held that the equip- 
ment on the restricted leases is taxable on an advalorem basis. 

Now I will come to Kansas. Kansas, of course, is one of the 
greatest states of the United States, which is admitted by Judge 
Howe. In that state they cannot levy a gross production tax. 
However, in some of the counties in that state they endeavor to 
assess oil property on that basis. They endeavor to find out what 
we are producing, and then fix a value at a rate all the way from 
lyi to 6 per cent of the gross production, and they say our pro- 
ducing leases are worth that much. They, do not assess undevel- 
oped leases. The law says they can and the Supreme Court has 
said they cannot. Some of the assessors say they can and some 
say they won't, so we have all sorts of conditions existing in that 
state. However, they do assess developed leases. That is based 
upon so much per barrel of daily production. This year the aver- 
age is about $1,000 per barrel per day on the average daily produc- 
tion of the previous year. That is reasonably fair, but of course 
there is all kinds of jockeying to determine what was the average 
daily production the previous year, owing to what is known as 
flush production. We have had wells come into existence in 
Kansas that produce 1000 barrels an hour, 24,000 barrels a day, 
and are down today to probably 200 or 300 barrels a day ; so under 
these conditions it is indeed hard to determine the actual fair 
market value of the property for assessment purposes that would 
be equitable and fair to all parties concerned. 

In Texas — I don't know hardly what to say about that state, be- 
cause nobody knows what may or may not happen down there but 
Jesus, and he won't tell. There are a multiplicity of assessors to 
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deal with in Texas, and fortunately the state board don't have any- 
thing to do with it, so when you get through with one assessor and 
his local board you are done, which is different than in most of 
the states. In most other states, when you get through with the 
assessor, you have just commenced. Down there last year the 
comptroller, who has jurisdiction over the assessors — yet they don*t 
have to mind what he says, and don't pay much attention to it — 
advised that all leases should be assessed. The attorney general 
held that only certain kinds of leases should be assessed, and he 
didn-t believe very much in assessing those, so when we went out 
to the assessors they did not know whether they would assess leases 
or not ; some did and some did not. 

The assessment of oil and gas properties in Texas is similar to 
that of Kansas, namely, the equipment on leases is usually assessed 
on a schedule of prices for the different classes of property such 
as derricks, rigs, pipe, casing, etc., and an arbitrary value is fixed 
on developed acreage, and as before stated, some of the assessors 
do not attempt to assess undeveloped leases, while others do. The 
same condition exists with reference to arriving at the value of 
producing leases as in Kansas, in fact it is more difficult in Texas 
than in most any other place owing to the newness of the fields, 
and as the major portion of the production would be classified as. 
flush ; but by giving and taking we finally reach a valuation accept- 
able to all concerned. 

In addition to the advalorem taxes in Texas, we have what is 
known as gross receipts taxes, one is 1 J^ per cent and the other is 
Vjo of 1 per cent of the sale value of the oil, including the royalty 
owner's interest, while in Oklahoma the producer is only required 
to pay on his working interest, which is usually ^, and the royalty 
owner pays on his interest. 

After we have finished with the county assessor in Texas, we 
frequently have to perform the same ceremony with a city asses- 
sor, and an independent school district assessor, and as a result of 
dealing with three different assessors, we usually have three dif- 
ferent assessed valuations on the same property. To illustrate, in 
one particular instance that I now have in mind, the property of 
one of our companies was assessed in an independent school dis- 
trict for $15,000, for county purposes, $8,000, and for city pur- 
poses, $2,000. I assume the reason for this is, each and every 
assessor is very jealous of his jurisdiction, and as a result he does 
not ask anybody and does not want anybody to tell him what he 
should or should not do, and therefore he does what he thinks is 
right, and I might add, that we also hold the same idea, partic- 
ularly with the assessor that placed the $2000 valuation. 

Possibly a better explanation would be, that the majority of 
assessors usually find out how much money they are going to need 
and assess accordingly. The method of assessment of oil prop- 
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erties in Louisiana is somewhat similar to that of Kansas, except 
that in the state of Louisiana they do not assess leases, but we are 
required to pay a gross receipts tax in lieu thereof. 

That covers, I believe, the realm of oil property assessment. I 
will now make reference to some "tax rates that I have met." 
The various Sinclair Companies paid taxes in thirty-three different 
states for the tax year 1919, and we try to keep a pretty fair record 
of what is being done in all these states. In the tax year 1918 we 
paid taxes in 25 different states, 243 different counties, and ZZ7 
cities and towns, exclusive of school districts and townships, and 
the average rate on all properties, which of course includes our 
production, transportation, and refining properties in the United 
States, for that year was 19.25 mills. The rates ranged all the 
way from 125 mills in the state of Iowa, which assesses on a 25 
per cent basis, to 6.7 mills in the state of Kansas. For the tax year 
1919 we paid taxes in 33 different states, 277 counties, and 385 
cities and towns. Our average rate was 19.27 mills, or .02 mills in 
excess of the prior year. 

Therefore, until further notice, we do not expect to become ex- 
ercised over the rates of taxation, but have diverted our minds to 
other and more fertile fields, namely, to that of securing equitable 
assessments. What I now say is a sort of a state secret, and I ask 
that it be not repeated, but if you do tell anybody please tell them 
not to tell it. Some of our companies are in the same position as 
other corporations in this United Kingdom that do business with, 
by and for the public, that we are not tax-payers, but tax-collectors, 
and the only mission that I have to perform is to simply see that 
our customers, who pay our taxes, do not pay out of proportion 
to other customers who pay the taxes of the grocery dealer, hard- 
ware dealer, lumber dealer, and so forth and so fifth. For as 
long or as short as we raise and spend funds for governmental 
fimctions, there is just one way of raising the money, and that is 
by levying. 

John J. Merrill, of New York : I should like to ask Mr. Orr 
a question. Why wouldn't it be a reasonable way to determine the 
value of an oil well by determining what the market value of that 
oil was? 

Mr. Orr: It would be if you could find a man who could tell 
you that. 

Mr. Merrill: Oil sales? 

Mr. Orr : So far as I know there is no way in the world to de- 
termine what it costs to produce a barrel of oil. 

Mr. Merrill: If a man has leases or owns some property that 
produces oil and if he sells this lease at a certain price, why isn't 
that a fair value of that oil property? 
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Mr. Orr : In a manner possibly that would be, but on the other 
hand there is an element of speculative value, such as four aces, 
and I do not believe in assessments based on speculative values. 

Mr. Merrill: I mean producing leases. 

Mr. Orr : There are a thousand and seventeen different ways of 
determining the value of a producing property, and at best it is 
only a gamble. To illustrate, assume you have a 160 acre produc- 
ing property, fifteen miles from a pipe line and that the production 
would not justify the running of a line to your property, and there 
is no other method of disposing of the oil, may I ask what is this 
property worth? While on the other hand, if this same property 
were situated on or near a pipe line or railroad, it would have 
some value at least. Other elements that enter into the equation 
are the depth of the wells, character of the oil, the future pros- 
pects of exploration, the distance from the other producing fields, 
and various other matters which would have to be considered in 
attempting to guess what the market or assessment value would be, 
as mining properties must be considered as wasting properties. In 
other words, whenever you remove a barrel or ton of mineral, your 
property is worth just that much less. Where the method of 
attempting to ascertain the assessment value of properties is so 
complicated, why stay in the rut when a more equitable method 
can be used, such as the gross production tax? I mentioned a 
while ago a well in the Kansas field which came in 1000 barrels per 
hour, they dylled it a few feet deeper and struck water, and that 
well today is not producing, so I am told, in excess of 100 barrels. 
At the time it was producing 24,000 barrels per day, the property 
was of great value, but when it went to 100 barrels per day the 
value was much less. Assuming that just prior to assessment date 
this well Was making 24,000 barrels daily, and shortly thereafter, 
within three or four months we will say, it dropped to 100 barrels, 
would it be fair to the producer to attempt to assess this property 
advalorem, using the 24,000 barrel daily production as a basis? I 
do not think so. But if this property was assessed on the gross 
production basis, the producer would be treated fairly both when 
the well is flush and when settled. 

Mr. Merrill: Oil in one place is not worth as much as in an- 
other ? 

Mr. Orr: No, indeed; a barrel of oij in Pennsylvania is worth 
more than a barrel of oil in Mexico. 

Mr. Merrill : Different in the same county, same township, and 
same kind of oil ? 

Mr. Orr: There prol ably would be no appreciable difference in 
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the value of oil in the same county or township. For instance, in 
Oklahoma we have at least three grades of oil: the Healdton, 
which is a heavy oil, the market value at this time being $2.75 per 
barrel; Gushing, or medium light oil, is worth $3.50 per barrel, 
which is the average of the mid-continent field; while in the 
Garber field we have a still lighter oil which many authorities state 
is equal, or nearly so, to that of the Pennsylvania oil which is sell- 
ing around $4.50 per barrel, but regardless of the market or posted 
price, you simply pay a 3 per cent tax on the sale value of the oil 
produced. 

Mr. Merrill : That is what I want to get at. You put down a 
well, say 2000 feet, and you get a five-barrel well. You put down 
another well the same distance and you get a forty-barrel well. 
You have got a good deal more money invested in proportion to 
the production in one well than the other, so the natural result is 
that the value of oil produced in the five-barrel well is less than the 
forty-barrel well; how are you going to class this? 

Mr. Orr: Under your statement the investment would be the 
same. 

Mr. Merrill: Not in proportion to production. 

Mr! Orr: In the first place, when you put down that first well 
2000 feet, we will say it cost you $40,000, and the second well cost 
you the same. Now my theory is, that you should not penalize a 
man because he sometimes makes a failure. When he strikes a 
forty-barrel well or a four-thousand-barrel well he will pay taxes 
on the property that he brings to the top of the surface. After all 
the oil has been extracted the well has no value, and the only way 
to determine that value is to bring the product to the top, and then 
only. 

George Vaughan, of Arkansas: I want to ask Mr. Orr a 
question, please. You spoke of the difficulty, if not the impossi- 
bility, of really determining the value of an oil well for taxation 
under the general property tax, but you suggest that taxation on 
the gross production basis is fair and equitable; would not there 
be a difficulty in determining the rate of tax on the gross produc- 
tion? Isn't it just as great as it would be to determine the value 
of the well itself? 

Mr. Orr: No, indeed; it is my judgment that rates are much 
easier determined than valuations, as they are much less compli- 
cated. 

Mr. Vaughan: For instance, in Texas where the wells are 
shallow it would be easier to pay than where deeply extended. 
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Mr. Orr: I do not exactly understand your question, but it is 
my theory that it makes no difference whether the wells are shal- 
low or deep because an oil property with shallow wells may have 
as great or greater value than one with deep wells, and in the state 
of Texas I do not think there is anybody living that can tell what 
any of those wells, either shallow or deep, will produce in a year, 
a month or a day. I know in some of the counties in northern 
Texas on assessment date, which is January 1st, we had wells 
doing 100 barrels or better, which within a few months ceased 
producing and are now valueless, yet we shall be required to pay 
taxes on this property; and on the other hand, on the same day 
and date, we had wells, we will say, doing only about ten barrels, 
and a few months later production increased. This, therefore, 
proves to my mind the inability to make an equitable assessment 
of mining properties on an advalorem basis. 

Mr. Vaughan: It is impossible in our state of course, under 
our constitution, to levy a tax on gross production, but we have 
the biggest mine of its kind in the world — an altmiinum bauxite 
mine. There has been considerable litigation in arriving at the 
value of it. The owners do not assume to know the value. How 
could they form a basis for a production tax if they didn't have 
5ome idea of the value or quantity ? 

Mr. Orr: The only way would be to compute a value of the 
property on the top of the ground, and then apply the average tax 
rate in that particular commimity to their gross production. In 
Kansas they cannot do it, but we reached that sort of an agree- 
ment in an hour. 

Chairman Edgerton: Our time is getting rather limited. I 
think, having heard from Mr. Orr, the tax agent of the oil com- 
panies, it would be well to hear from some member of a state 
board on the subject of oil properties, and I am going to call upon 
Mr. M. D. Lack, the secretary of the state board of equalization 
of California, to speak from the side of the state board or the 
state taxing authorities. California has large oil interests and he 
undoubtedly can enlighten us. 

M. D. Lack, of California : I don't know just why California 
should be called upon to discuss the question of assessment of oil 
or mineral properties, unless for the reason that we have evolved 
a very practical valuation system, based on net receipts which we 
have been able to square with our rather antiquated advalorem re- 
quirement for this class of property. Maybe we are going to be 
criticized, but we are going to criticize ourselves, so you will not 
have the opportunity to do that for us. 

I should have to take issue with Mr. Orr upon the proposition of 
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a gross production tax being the only equitable tax, or for that 
matter, the most equitable tax. The gentleman over here made a 
proper point when he called attention to the inequalities that would 
be bound to come in when you base your tax upon gross produc- 
tion, but I think failed to make his illustration understood. Mr. 
Orr is connected with a concern which is so large that he doesn't 
appreciate those inequalities. When he gets the short end in one 
property he gets the best end in the other, and the small inequality 
does not affect him so that he notices it. To the man who owns a 
single well perhaps, or a property of low production, the inequality 
would be very manifest, as the gentleman undertook to illustrate 
or could have illustrated. 

For instance, you put down a well costing $20,000, and it pro- 
duces 100 barrels a day, and another well costing $20,000 which 
produces 10,000 barrels, and you assess both of these properties 
upon their gross production. Evidently the man who is producing 
the 100 barrels of oil per day is paying relatively a great deal more 
tax than the 10,000-barrel man. His oil when it reaches the top of 
the groimd costs him much more than that of the man who pays 
the same original cost for 10,000 barrels. That is, the true value 
of the property would be relatively less for the one than for the 
other. In other words, a well producing oil which costs the pro- 
ducer $1.50 per barrel could not equitably be assessed as high as 
one producing oil at a cost of $1 per barrel. For that reason we 
say the net production tax is more equitable. The producers in 
the last example would then be taxed on gross, say $2.70, less cost, 
or $1.20 for the one and $1.70 for the other. 

There are objections to the net production tax, for the reason 
that it is difficult to determine the net, and somewhat more expen- 
sive to administer a net basis tax. Some of the oil men, perhaps, 
are not as honest as Mr. Orr, who admits that they pay no tax. 
We realize that that, to a considerable extent is true, and that it is 
unfortunate that there is no way of avoiding the fact that the 
corporation hands back a considerable portion of the tax to the 
consumer, who then becomes the taxpayer for the corporation, 
thus, after all, making the corporation only the, collector to that 
extent, collecting the tax from the people to deliver it to the tax- 
ing authorities. To the extent that it penalizes the operator work- 
ing under heavy costs, I should have to take issue with Mr. Orr 
on the proposition that a gross receipts tax would be an equitable 
tax as between large and small producers — that is, large and small 
percentage producers upon the amount of capital invested. At 
that, the gross receipts system has merit for the taxation of oil 
properties, perhaps next in equity to a net receipts tax. 

Our California constitution requires that all property be assessed 
at its full cash value ; that is, all properties including such as min- 
eral properties. Before I go on to that, however, and explain to- 
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you how we use, in a measure, the net production tax, I should 
say to you that in connection with other minerals the gross receipts 
tax fails very much more apparently, than is true in the case of 
oils, because oils are such large producers for the amount of capital 
invested that the inequality is not so apparent. It is very greatly 
apparent, however, in the case of gold producing properties or 
copper producing properties, or in fact practically any other min- 
eral, so that after all, for mineral production, other things being 
equal, your net production tax would be a much more acceptable 
basis for taxation than a gross production tax. Understand me, I 
do not discoimt the difficulty of reaching the net basis, but I have 
always taken the position, and it seems to me the only position to 
take, that notwithstanding the difficulties of administration, the 
expense being considered, we should strive to reach the most nearly 
equitable basis for taxation. To my mind it is not our province 
to discover easy methods of getting money. That is, what we 
might call painless extraction, so that we can get a lot of money 
to be distributed for state or county purposes; but having arrived 
at a basis of equality, so that the taxpayer produces that money in 
accordance with his ability to pay, it seems to me we shall have 
reached the point we are striving for, and then we shall have a 
system that is flexible, that can be raised or lowered according to 
our needs, or according to what our needs should be. So I should 
say that for other mineral properties, where the production is much 
less for the amount of money invested, the gross production basis 
does not operate as fairly as it does upon the oil properties. 

The California constitution requires that all property must be 
assessed at its full cash value, and " full cash value " has various 
interpretations. In one jurisdiction it means one thing and in an- 
other, another thing. In California the " full cash value " does not 
mean the price at which property is selling; it does not mean 
market value. 

It might be interesting for me to explain what the courts have 
determined our term " full cash value " to mean. They say " full 
cash value " as included in our constitutional provision means a 
value at which property would be taken by any person (and they 
mean whether he was interested in that class of property or not), 
in payment of a just debt from a solvent debtor; in other words, 
if I owed one of you gentlemen money, and was well able to pay 
that money, and if I had a property which I was willing to turn 
over to you, it would be the price at which you were willing to 
take that property and give me credit for it on the solvent debt. 
So while the term is flexible, with that definition, you can readily 
see it would fall far below market value. 

Being required to assess properties at full cash value as it is in- 
terpreted, we must at least follow out the scheme of applying what- 
ever value we reach as being the cash value of the property, so 
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that taking a production basis, which we do for minerals to a very- 
great extent at least, we arrive at a value — at whatever percentage 
of gross, or net, we take — ^that we deem is proper for the purpose, 
and then we apply that as the cash value of the properties, so it is 
more or less of a camouflage. It is simply a measure of the value 
or a method of arriving at the cash value as it is defined. 

The question of the assessment of mineral properties has been 
followed over a very wide scope. It has been given some very- 
deep thought in all communities, and the range of percentage of 
production taken for taxation is very wide. Of course, that is de- 
termined largely by the percentage you reach upon your other 
properties; the percentage your assessed value bears as compared 
with the actual value. Some states have gone as high as four and 
one-half times the net receipts as a basis for the value of mines, 
some others do not go higher than one or one and one-quarter 
times net. The latter is the rate which we have used in California 
for arriving at a taxable basis. 

It seems to me it is pretty well determined in all cases, that for 
mining properties, production is the proper element for the deter- 
mination of a tax. A gentleman a moment ago asked how you 
would determine that a value based upon production was a value 
in comparison with what you place upon other properties. Further 
thought in that connection will lead you to the conclusion that you 
are not attempting to get an equality of value in those two direc- 
tions, but an equality of tax burden. For property that is con- 
tinuing property, and which will be assessed for an unlimited num- 
ber of years, you take a value that is really determined upon its 
continuing character and the fact that it will not become less val- 
uable. Upon a property like an oil property which is going to be 
producing for a few years and then discontinue, you expect to take 
for a basis of value such value as is determined and established by 
its production, for the reason that it has no other known or ac- 
cepted value, and when it is once exhausted, the capital value of 
that property is gone and you no longer get a tax upon it. That 
is upon much the same theory as taxing timber upon its producing 
value; when it is made into lumber. You might have a small tax 
upon timber land during the time it was standing timber, and at 
the time it was made into lumber, and marketed, you would take a 
considerable percentage of the value as your tax, because after 
that, it would cease to exist and you had not taxed it previously. 

The same theory holds good with the production of oil and to 
some extent to the production of all other minerals, even upon a 
straight advalorem assessment you take a value which is bas6d 
upon a proper percentage of what they will produce. That is, 
perhaps, illustrated in the properties producing gold by the dredg- 
ing methods. You all know when land is dredged for gold, that it 
is destroyed for a long term of years at least, and ceases to have a 
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tax-producing value, so that for the purpose of reaching a basis 
upon which that property will produce, for tax purposes — the 
amount that it should produce — as compared with other property 
that is continuing, you take a term of years which constitutes per- 
haps the time when it will again begin to be of use. In California, 
for the most part, we use a forty-year basis upon the property that 
is destroyed by dredging operations in a year for gold producing, 
and we assess that destroyed property, or the ntunber of acres to 
be destroyed by the dredging process, at forty times the value that 
we assess a like quality of land of another owner adjoining it, or 
perhaps the other land belonging to the same owner not dredged. 
In other words, we take forty years* taxes in the one year when 
the land is destroyed and yields up its total production. 

Chairman Edgerton : The time has come to bring this session 
to a close. It certainly has been a most interesting session, and 
one that will afford many interesting questions for the round table 
discussion this evening. I hope you will all think up and be ready 
to make the round table discussion tonight a record one. 

[Adjournment of Session.] 



THIRD SESSION 

Tuesday Afternoon, September 7, 1920 

At Saltair Beach 

Chairman Haugen : Gentlemen, please come to order ; our 
time is running, and it is important that we should try to be on 
hand promptly at every session. It seems that there is no one here 
representing the provinces, and the subject " Recent Tax Develop- 
ments in Western Canada " will have to be omitted for the present 
at least. 

[Note : The first address on the program was to hkve been deliv- 
ered by Professor Clark, of Winnipeg. He was unable to be pres- 
ent and his paper was delayed in the mails and did not reach the 
secretary in time to be read at this session. It was received later 
in the week, at which time the secretary provided for its insertion 
at the proper place, as appears from the following transcript from 
the record of the tenth session.] 

Secretary Holcomb: At one of the sessions of the conference 
a paper was scheduled on recent tax developments in western 
Canada by Professor Clark. Professor Clark had advised me that 
he could not attend and that he had sent his paper. That paper 
was addressed to me here August 31st, and I did not receive it 
until today, so that it was not possible for me to read it at the 
proper time. Professor Clark is a keen student of tax conditions 
and has made a study of the whole tax situation throughout the 
tier of provinces bordering on the United States, with particular 
reference to the so-called " single tax " proposals, which have had 
such development there. 

In this paper he surveys those proposals and reaches the conclu- 
sion that the whole program of the single tax movement is bound 
to become a failure. I wish very much that parts of this could be 
read, but it seems impossible. Professor Clark is of the University 
of Manitoba and has recently been appointed a member of the 
Manitoba Tax Commission — ^the first Canadian tax commission — 
modeled after the United States tax commissions. 

It is too bad that he could not be here, and it is unfortunate that 
we cannot read the paper, because you gentlemen will probably 
hear more or less of the movement in this country for the " un- 
taxing of industry," the removing of the tax upon buildings, and 

(48) 
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those various things that have been promoted by a large class of 
people, to throw the burden of taxation on land only.. I thought it 
might be interesting to you to know that there is to be such a 
paper available in the volume. Unless there is urgent request, I 
suppose it should not be read, even in part. 

Chairman Haugen : I think it better not be read. How soon 
will the volume be published? 

Secretary Holcomb: That is always an uncertain matter; 
printing conditions are extremely difficult now. 

J. T. Hammond, of Utah : In view of the fact that so many 
legislatures meet next winter and in view of the fact that there is 
so much here that will be useful for the legislature, would it not 
be possible to get it out in time for that ? 

Secretary Holcomb: I shall endeavor to get it out, and in 
going through the proof I shall have reprints made of certain 
papers, and certain reports may be available before the published 
volume. 

Chairman Haugen : If there is no objection. Professor Clark's 
paper will be printed in the record and probably printed in ad- 
vance, in pamphlet form. 



RECENT TAX DEVELOPMENTS IN WESTERN CANADA 

arch. B. CLARK 

Professor of Political Economy, University of Manitoba; 
Member of Manitoba Tax Commission 

Two years ago a very general complaint of the growing burden 
and unfair distribution of provincial and municipal taxation in 
Manitoba, and more especially in the city of Winnipeg, led to the 
appointment by the Provincial Government of a commission of 
inquiry, the report of which was published last December. The 
commission consisted- of seventeen members representing the Pro- 
vincial Legislature, the Government, the City of Winnipeg, the 
Suburban Municipalities, the Union of Municipalities, the Univer- 
sity of Manitoba, and other organized interests within the province. 

At a very early stage of the inquiry, I was deputed to visit the 
chief cities in the three provinces to the west — Saskatchewan, Al- 
berta and British Columbia, in order to study, and report generally 
on the provincial and municipal revenue systems of these prov- 
inces, and more particularly with reference to the taxation of real 
property, business and income. The time available for this inquiry 
was very limited, but the task was materially lightened by the fact 
that the situation in all three provinces, as it existed up to and 
4 
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immediately after the outbreak of the war in 1914, had been thor- 
oughly examined and described by Dr. Murray Haig,^ while later 
developments in Saskatchewan had been, to some extent, covered 
in a report ^ prepared by the same authority in 1917. 

Through Dr. Murray Haig's " Reports " members of the Na- 
tional Tax Association are doubtless already familiar with the ex- 
tent of the movement in western Canada, during the period of real 
estate inflation, towards restricting the basis of local taxation to 
the imimproved value of laind, and with the first fruits of that 
policy. It was only gradually, however, that the disastrous char- 
acter of the harvest came to be generally recognized; and only 
very slowly and reluctantly, by the irresistible logic of financial 
necessity, were the authorities responsible persuaded of the urgency 
of a return to sounder principles. The consequent movement 
towards broadening the basis of taxation is thus of comparatively 
recent date. It is with the causes and extent of that movement, 
and the lesson to be derived therefrom, that we are now concerned. 

To understand the position clearly, a brief survey of the provin- 
cial and municipal tax systems is essential. 

PROVINCIAL TAXATION 

The Canadian provinces are, in respect of their taxing powers, 
restricted by the terms of the British North America Act to 
licenses, and direct taxation within the province for provincial, 
local and municipal purposes. The customs and excise duties are 
reserved for the Dominion Government, which has further the 
right of raising money by any mode or system of taxation, and 
thus may and does levy direct taxes and licenses for Dominion 
purposes, such as taxes on banks, insurance, railway and other cor- 
porations and companies, the excess profits tax, and the income tax. 

The provinces, under the Act of Confederation, are responsible 
for various services which tend to increase in cost with the prog- 
ress of the commimity, such as the administration of justice; edu- 
cation in all its branches ; the provision and maintenance of prisons, 
asylums and hospitals; the building of roads and bridges; and the 
organization of municipal government. Towards the expense of 
these services they receive various grants from the Dominion, 
which together are known as the Dominion Subsidy. In the case 
of the three prairie provinces, this subsidy is swollen by the grant 
in lieu of their public lands, the title to which is still retained by 
the Dominion. But, even thus, it goes only a little way towards 
meeting the expenses of government. In Manitoba, for example, 
the Dominion Subsidy, including the sum allowed as income from 

1 Exemption of Improvements from Taxation in Canada and the United 
States. (1915). 

2 Taxation in the Urban Municipalities of Saskatchewan. (191 7). 
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the school lands fund, amounted in 1919 to approximately one mil- 
lion, nine hundred and twenty thousand dollars, out of a total pro- 
vincial revenue of nearly nine million dollars. 

The popular antipathy, however, to all forms of direct taxation, 
which has rightly or wrongly been supposed to exist in Canada, 
made the provincial legislatures for a long time somewhat timid in 
the exercise of their powers in this direction. For many years 
they confined themselves practically to corporation and railwav 
taxes and succession duties, by way of supplement to their Domin- 
ion subsidies; and were well content to leave to the municipal 
authorities the unpopularity associated with the direct taxes neces- 
sary to provide the revenue for the performance of certain ex- 
pensive functions such as road making and education, which might 
reasonably be regarded as more properly pertaining to the prov- 
ince. The case of British Columbia, however, is in this respect to 
some extent exceptional. The revenue derived from the develop- 
ment of its great natural resources has enabled that province to 
make very substantial grants to the municipalities in aid of educa- 
tion. Thus in 1919 Vancouver's government grant for schools 
amounted to $1.83 per capita. 

But within the last quarter of a century the rapid growth in the 
number and cost of the public services for which the provincial 
governments have had to make themselves directly responsible, has 
led to a gradual extension of the field of provincial taxation. 
Thus in the western provinces we now find automobile taxes; un- 
occupied (or wild) land taxes; timber area taxes; amusement 
taxes; taxation of land, or real property generally, in the form of 
" public revenue " or " supplementary revenue " taxes ; and in 
Alberta an " unearned increment " tax. British Columbia also 
derives considerable revenue from taxes on various natural re- 
sources, and has in addition a provincial poll tax and provincial 
taxes on personal property and income. 

British Columbia is in fact the only province in Canada, save 
Prince Edward Island, that levies an income tax for provincial 
revenue purposes. First imposed in 1897, this tax has been re- 
peatedly modified. Looked at from the standpoint of productive- 
ness, its success is now beyond question, the yield being one of 
the most important items in the provincial revenue. From the 
point of view of equity, too, it appears to be equally well founded. 
In 1912 a Royal Commission stated that it was generally regarded 
as the fairest tax, and recommended its substitution for the per- 
sonal property tax. The latter, however, still survives, and is 
treated as an alternative to the income tax in so far as income- 
yielding personalty is concerned, the greater of the two being 
taken. 

In Alberta and Saskatchewan the income tax exists only as a 
mimicipal tax, and in Manitoba it has not as yet been introduced 
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in any form, though, as we shall see, the fiscal situation in the 
urban municipalities, and especially in the cities, has given- rise to 
a strong demand for its adoption in some form or other. 

What the present situation is as regards the municipal taxation 
we have now to consider. 

MUNICIPAL TAXATION 

Under the Canadian system, the available sources of the mu- 
nicipal revenue have been the real property tax, the personal prop- 
erty tax or its modem substitute the business tax, the income tax, 
the special franchise tax, the poll tax, and licenses; and, in rural 
municipalities, the statute labor tax. British Columbia municipal- 
ities have also the right to levy a " wild land " tax, but few do so. 

While the statute labor tax still exists in the rural municipalities 
of Manitoba, and in the district mimicipalities of British Colum- 
bia, it is really a survival the wastefulness of which is now every- 
where admitted, and its abolition is only a question of time. 

Poll Tax. — The poll tax exists as a municipal tax in Saskatche- 
wan and Manitoba. In British Columbia the road tax is its equiv- 
alent, the poll tax being there a provincial tax. It does not apply 
to persons who pay property taxes, and it is approved by some on 
the ground that it compels everyone to contribute something 
towards the municipal revenue. But its enforcement in any year 
is at the discretion of the Council, and in most cases it is not con- 
sidered worth the trouble of collection. It is really a survival from 
a by-gone economic age, and as such, its abolition has been recom- 
mended in the report of the recent Commission in Manitoba. 

It should be noted, however, that, in their efforts to broaden the 
basis of taxation under the stress of financial necessity, some west- 
ern cities have seriously contemplated reversion to the use of even 
this obsolete fiscal instrument. The cities and municipalities of 
British Columbia have this year been authorized by the legislature 
to levy a poll tax in supplement of the provincial tax of that name. 
In Calgary, too, where as an admitted failure the tax was abolished 
in 1915, the council is at present discussing the question of its 
revival. 

Licenses. — With regard to licenses, it may be said that in gen- 
eral the consideration of revenue from this source has till lately 
played a subordinate part to that of police regulation and the pro- 
tection of the public. In no case have they yielded more than a 
very small fraction of the municipal revenue. But here again the 
financial situation of the cities has recently compelled a more care- 
ful consideration of the revenue possibilities of the license system. 
Vancouver, for example, which in vain endeavored to secure from 
the Provincial Legislature authority to levy a business tax, has 
been compelled to find a partial substitute in a comprehensive sys- 



RECENT TAX DEVELOPMENTS IN WESTERN CANADA 53 

tern of licenses. In Edmonton, too, where under the " single tax '" 
regime the licenses had been reduced to insignificance, they were 
re-introduced two years ago on a broader basis and linked up with 
a new business tax, the one being set off against the other, and the 
heavier being taken. 

Special Franchise Tax. — The income derived from the cities 
from the taxation of special franchises is greatly restricted by the 
extent to which the policy of municipal ownership and operation 
of public utilities has been adopted, notable exceptions, however, 
being the Winnipeg Electric Railway and, in the case of Van- 
couver, the British Columbia Electric Railway. There appears to 
be much force in the argument that the price charged for the use 
of a municipally owned utility should be such as will cover its fair 
share of municipal taxation. 

Income Tax. — The municipal income tax is at present a serious 
contributor to the revenue only in the city of Edmonton. Under 
Edmonton's original charter of 1904, all incomes in excess of 
$1,000 were entered on the ^assessment roll and taxed at the gen- 
eral rate. But in practice the attempt to tax income in this way 
was conspicuously unsuccessful and the tax was abolished in 1910. 

In 1918, however, when the solvency of the city was threatened 
in consequence of the collapse of the "single tax" experiment, 
the council obtained authority to levy an income tax on a progres- 
sive scale on all income received by residents, or obtained by 
non-residents from business carried on within the city — in excess 
of the exemption limits of $1,000 for an individual without de- 
pendent children and $1,500 for others. The importance of the 
tax as a source of revenue, however, is greatly lessened by pro- 
visions destructive of the principle of a personal income tax, 
namely, the exemption of income derived from real property within 
the city, and a further provision that any person whose taxable 
income does not exceed $5,000 may set off his income tax on an 
income up to $3,000 against his real property tax, if any. A tax 
on similar lines is in operation in Lethbridge. 

In Saskatchewan, the legislation governing the urban munici-? 
palities — the cities, towns, and villages — provides for the levying 
of a tax on income^ in excess of the exemption limits — ^$1,000 in 
the case of single persons and $1,500 for married persons, but 
hitherto only the cities of Regina, Saskatoon and Moose Jaw seem 
to have imposed a direct tax on income, and the yield is in each 
case absolutely trivial. 

A mimicipal income tax under local administration is always 
open to objection. As stated in the report on " A Model System 
of State and Local Taxation " recently issued by this Association, 
" no local administration of an income tax has ever worked well *'. 
But in Saskatchewan there are additional and instructive causes of 
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failure ; for the law permits those assessed and taxed in respect of 
land and buildings to set off their real property tax against their 
income tax, and no person assessed on any business or special 
franchise is to be assessed on the income therefrom. The mu- 
nicipal income tax is thus in practice reduced to a tax on salaries, 
and, even thus, no adequate machinery has been provided by law 
for its assessment and collection. 

Personal Property Tax. — The personal property tax is of small 
and ever diminishing importance in the fiscal systems of western 
Canada. In British Columbia, where it is a provincial tax, it con- 
tinues to exist, as it were, under suspended sentence, its abolition 
having been strongly recommended by a Royal Commission in 
1912, and approved by Government, on the ground of its inequi- 
table incidence, and administrative defects. 

In the three prairie provinces the personal property tax was for- 
merly in general use as a municipal tax, but now it exists in only 
a very few of the towns and villages in Alberta, in the villages of 
Saskatchewan, and in certain unincorporated village centres within 
the rural municipalities of Manitoba. 

The reasons for its disappearance are such as are familiar to 
members of the National Tax Association. Personal property is 
elusive. Its basis under modern conditions is no longer local and 
it cannot be effectively subjected to local taxation. In respect of 
it, what has been termed the unacknowledged canon — that if a tax 
can be evaded it ought to be evaded — is generally applied without 
scruple. Intangible property in particular easily escapes taxa- 
tion; and in the case of tangible personalty there are invariably 
important exemptions, such as household effects, grain, etc. Thus 
not only is the productiveness of the tax seriously diminished by 
practical difficulties of administration, but it becomes grossly in- 
equitable in its incidence. Failing to reach the owners of many 
classes of personal property, the tax falls with excessive weight 
upon the few it does reach. In particular it tends to become a 
burdensome tax on the stock-in-trade of the merchant. 

For these reasons the personal property tax has been displaced 
by the business tax in all but a very small minority of the urban 
municipalities of Alberta, and in the cities and towns of Sas- 
katchewan. Throughout the urban municipalities of Manitoba it 
has either been formally abandoned, or has fallen in practice into 
desuetude ; and in the cities and in many of the towns and villages 
its place has already been taken by the business tax. Where it 
still survives in Manitoba, in the unincorporated village centres, 
its replacement by a tax on the net profits of business is recom- 
mended in the report of the recent Assessment and Taxation Com- 
mission. 

Business Tax. — In the municipalities of western Canada at pres- 
ent three different species of business taxation are in operation : 
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1. The rental value tax, at a uniform rate per cent. 

2. The rental value tax, with classification of businesses and a 
different rate for each class. 

3. A tax based on floor space measurement, with classification of 
businesses and a different rate for each class per foot of floor space 
occupied. 

The first species — ^that of a tax at a uniform rate on the rental 
value of the premises occupied — has long been in use in the urban 
municipalities of Manitoba. As early as 1893 the defects of the 
personal property tax led to its abandonment by the city of Winni- 
peg, and the substitution of a business tax. For thirteen years, 
however, this tax was of quite a different type from that now 
existing, being based on a system of capitalized annual rental value 
of the premises occupied — and assessment arrived at by taking into 
consideration a combination of floor space measurement and rental 
value, with different rates per square foot, according to the class 
of business. It seems to have been thought that this method would 
meet the obvious objection to a system based on a rental value 
only, that it would favor the wholesale merchants as compared 
with the retailers. But in practice it was found to result in a tax 
which had no perceptible relation either to the amount of capital 
invested or to the net profits of business. Accordingly, after 1906 
it was discarded in favor of a tax at a uniform rate on rental 
value, and in 1909 the present rate of 6% per cent was adopted. 

The flat rate rental value tax now exists in all the four Manitoba 
cities. In Brandon, which adopted it in 1900, the present maximum 
legal rate is 15 per cent and in Portage-la-Prairie 20 per cent. In 
1906 an Act of the legislature made this tax available to all towns 
and villages of the province, and it has been generally adopted. 
The present maximum legal rate is 15 per cent of the annual rental 
value of the premises. 

In the towns and villages of Alberta a tax on this basis is now 
optional, at a uniform rate not exceeding 10 per cent. In 1916 
the failure of the compulsory " single tax " and the financial diffi- 
culties of the urban municipalities compelled a r^eluctant legislature 
to make this concession. The privilege was at first limited to four 
years from 31st December, 1915, but in 1918 this restriction was 
removed. In 1919 it was in use in 20 of the 51 towns and 18 of the 
108 villages of Alberta. 

The second species of business tax — the rental value tax with 
classification — is now in use in the Alberta cities. In 1917 Ed- 
monton obtained authority to levy a business tax not exceeding 6 
per cent of the full annual rental value of the premises, and in 
1918 this was amended so as to make it a tax on a graduated scale, 
running from 6 to 25 per cent of an assessment of the rental value, 
according to the class of business. 

Similarly, Calgary, which in 1915 had secured an amendment to 
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its charter abolishing the personal property tax and substituting 
therefor a business tax at a uniform rate, not exceeding 6 per cent 
of the rental value, had this altered in 1918 to a rate ** of not 
less than 6 and not greater than 10 per cent '*. The council has 
authority to fix by by-law a different rate per cent for different 
classes of business. At present it recognizes three different sched- 
ules of business on which the tax rates are respectively 6,. 8 and 
10 per cent. 

Finally, the third species of business tax — that which combines 
the principle of floor space measurement with classification of busi- 
ness — is in use in the cities and towns of Saskatchewan. This was 
the system introduced in 1904 at the incorporation of the city of 
Edmonton, where it was in operation till 1911 when the prevalence 
of " single tax " ideas secured its abolition. The superior merits 
of the Edmonton business tax in comparison with the old personal 
property tax soon led to the adoption of the system by other cities 
throughout the west. In 1906 it was adopted by Regina and Sas- 
katoon, and in 1908-9, as the result of a favorable report by the 
Saskatchewan Municipal Commission, legislation was passed by 
which the system was extended to all the cities and towns of that 
province. 

Of the total tax levy, including licenses, for 1919 in the city of 
Regina, the business tax represented 9}^ per cent. 

The business tax, in any of the forms already described, is cer- 
tainly as a fiscal instrument, greatly superior to the personal prop- 
erty tax. But it is obvious that no one of these forms is other than 
a very rough approximation to the ideal of an equitable tax. 

Under the old Edmonton plan, as now followed in the cities and 
towns of Saskatchewan, the differentiation between classes of 
business, and the adjustment of the different assessment rates are 
purely arbitrary processes. The tax fails to conform to the prin- 
ciple of faculty or ability to pay, in as much as it falls alike on 
the prosperous and decaying businesses, on businesses in the centre 
of the city and in the outskirts, if only they belong to the same 
schedule and occupy the same floor space. There is, moreover, no 
uniformity in the systems of classification adopted in the different 
cities and towns. Each has its own business assessment schedule, 
and the consequence is not only a reasonable inequality in the tax 
rates, but a wholly unjustifiable inequality in the assessment of the 
same type of business in different places. 

On the other hand, the Winnipeg system, now generally prevail- 
ing in the urban municipalities of Manitoba, and optional since 
1916 in the villages and towns of Alberta — that of a uniform rate 
on the assessed annual rental value — is admitted to operate inequi- 
tably, in the large centres at least, as between those engaged in 
different classes of business, and in particular to favor the whole- 
sale merchant as compared with the retail trader. 
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This objection may perhaps be lessened but is by no means re- 
moved, by differentiating between different classes of business, as 
is done in the recently introduced business taxes of the Alberta 
cities; for the differentiation is inevitably an arbitrary process, in 
which to attain anything approaching equity clearly passes the wit 
of man. 

But, apart altogether from its defects in respect of equity, the 
tax based on rental value is open to serious objection from the 
fiscal standpoint. It is lacking in elasticity, for it cannot be varied 
as the profits vary, and thus it fails in point of productiveness. Of 
the general tax revenue, including that from licenses, the business 
tax in 1919 formed about 63^ per cent in Calgary and scarcely 6 
per cent in Winnipeg. 

Rental value, floor space measurement and similar devices are 
simply adopted as external indicia of the net profits of business, 
taken as the measure of fiscal obligation. Such external signs, 
however, are at best poor guides to the average profits of any class 
of business and no guide whatever to the profit earned in any in- 
dividual enterprise. Consideration of their defects inevitably sug- 
gests the expediency of abandoning such imperfect signs, and 
levying the business tax directly on the net profits of business. 
This is the form of business tax approved in this Association's 
Report on a *' Model System of State and Local Taxation " ; and 
its substitution for the existing rental value tax in the urban mu- 
nicipalities of Manitoba has been recommended to the provincial 
legislature in the report of the recent Assessment and Taxation 
Commission. 

Real Estate Tax. — The taxation of real property, however, in 
western Canada, as elsewhere, is as it has always been, the finan- 
cial mainstay of the municipal governments. Abstract reasoning 
and historical experience alike show that real property — land and 
buildings — is the most appropriate source of local revenue. It is 
the one form of property which cannot be concealed and cannot be 
moved, and thus, where different localities have to be taxed at dif- 
ferent rates, it stands out clearly as the most convenient object of 
taxation. Local administration is in this case, moreover, likely to 
be the more efficient, since to the assessment and taxation of real 
estate a knowledge of local conditions is essential, such as only the 
municipal authorities are likely to possess. 

Administrative reasons alone, therefore, apart altogether from 
considerations of equity, would suffice to account for the tendency 
shown in the course of history to rely, for the revenue necessary 
for the maintenance of local governments, chiefly on the taxation 
of real estate. 

But this result which economic forces have brought about is also 
on the whole that which considerations of equity would seem to 
dictate. For the owners of real property, while by no means the 
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only beneficiaries, are in a very special sense the beneficiaries of 
local expenditure, much of which goes to increase their faculty or 
ability to pay. In the sphere of local finance the benefit basis of 
taxation is certainly not to be ignored. The real property tax, 
like the business tax, is often in great degree a beneficial tax ; and 
in so far as this is so, it is no real burden on the property owner. 

This, it is to be noted, is true not only of property in land but 
of property in buildings and other improvements. For if mu- 
nicipal expenditure in general tends to enhance the valiie Of urban 
land, it is an essential cqndition of the value of buildings and 
improvements. 

EXEMPTION OF IMPROVEMENTS 

The benefit principle, therefore, affords no justification for the 
policy of exempting buildings and improvements, and restricting 
the basis of the real estate tax to the unimproved value of land. 
Nor can such a policy be better grounded on the principle of 
faculty or ability to pay; for the faculty of the owner of a large 
business or residential block may well be much greater than that 
of the owner of many vacant sites. 

Yet the policy of exempting improvements from taxation, popu- 
larly known as that of the " single tax ", or more precisely the 
" single tax limited ", was widely favored, and to a considerable 
extent adopted in western Canada during the decade ending in 
1913. 

The thoroughgoing adherents of the " single tax " doctrine in 
the strict sense, that is, the followers of Henry George who be- 
lieve that to usher in the golden age it is only necessary " to ap- 
propriate rent by taxation ", are, in western Canada at least, though 
highly vocal, not very numerous. It could scarcely be otherwise in 
a community consisting for the most part of small land owners. 
But the " single tax " is there generally understood to mean merely 
the exemption of improvements from taxation, or at most the con- 
centration of municipal taxation on the unimproved value of land; 
and in this sense the policy was certainly popular in the cities 
during the period of real estate inflation, and has even yet a con- 
siderable following amongst the farmers, by whom the absentee 
owner appears to be regarded as fair game. 

In the rural municipalities of the prairie provinces, where land 
is used for agricultural purposes only, buildings and improvements 
have always been exempt from taxation; and the penal taxation 
of unoccupied land within recent years by means of the provincial 
" wild land " taxes, is undoubtedly popular with the rural popula- 
tion. It should be noted in this connection that one of the taxa- 
tion proposals in the " New National Policy " formulated by the 
Canadian Council of Agriculture, is a direct tax by the Dominion 
on unimproved land values. 
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Throughout western Canada, while land is legally if not always 
actually assessed at its full value, it has long been the generally 
accepted policy to assess buildings and improvements for taxation 
at considerably less than their actual value. In Winnipeg they 
have been assessed at two-thirds (66% per cent) of their value, 
and at the last session of the legislature this was made the general 
rule for all the cities, towns and villages in the province. In Sas- 
katchewan and Alberta, under the system inherited from the North- 
west Territories regime, improvements were either exempted or 
assessed at 60 per cent of their value, and this is the percentage at 
present recognized as the maximum. In British Columbia, while 
buildings and improvements are nominally assessed under the 
general Municipal Act at their actual value, they may not since 
1892 be taxed on more than fifty per cent of that assessment. 

Some differentiation in favor of improvements, as being of 
limited durability, may be justified, but a deduction of 50, 40 or 
even 33^ per cent would seem to err on the side of generosity. 
These deductions, however, are accepted and defended by many 
who have no sympathy with the doctrine which holds that to tax 
improvements is to penalize industry, and who entirely repudiate 
the policy of total exemption, or as it is called " untaxing in- 
dustry ". 

The policy of exempting improvements from taxation was first 
introduced in the municipalities of British Columbia. In 1874 the 
city of Nanaimo received permission to adopt it, and in 1891 the 
privilege of local option in assessing improvements at a lower rate 
than land, even to the extent of total exemption, was extended to 
the British Columbia municipalities generally. The system spread, 
at first slowly, but more rapidly during the decade of industrial 
expansion, speculative activity and real estate inflation, which 
ended in 1913. By that time nearly two-thirds of the British Co- 
lumbia municipalities had come to wholly exempt improvements, 
while a few others taxed them on less than the legal maximum of 
50 per <:ent. 

Vancouver City, which later became known to fame as "The 
city of the Single Tax", had authority under its charter as early 
as 1891 for the complete or partial exemption of improvements; 
and in 1895 it brought itself into line with the other municipalities 
of the province by exempting 50 per cent of the assessment. It 
was not until the inflation of real estate values had made consider- 
able progress that the process of exempting improvements was 
continued and completed by successive reductions of 25 per cent in 
1906 and 1910. In spite of the reductions the taxable assessment 
of the city continued to grow by leaps and bounds. In 1906 the 
combined taxable assessment of land and buildings was nearly 6 
million dollars greater than that of 1905; and in 1911, on land 
values alone, it was 22j4 million dollars in excess of the taxed 
assessment of land and buildings in 1910. 
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So also Victoria City, which between 1897 and 1910 had taxed 
improvements on only 50 per cent of their value, wholly exempted 
them from taxation in 1911 when the land value assessment alone 
was 14j4 million dollars in excess of the combined taxable assess- 
ment of both land and buildings for the previous yean 

In Manitoba, so far as the urban municipalities are concerned, 
buildings and improvements have always been assessed for the 
real estate tax. 

But in Saskatchewan and Alberta the policy of exempting im- 
provements from taxation was inherited in an optional form from 
the Ordinances of the North-West Territories, when the two 
provinces were created in 1905. 

In Saskatchewan, the " optional single tax " policy was con- 
tinued by the provincial legislature in the villages. There was in 
this case no attempt at compulsion but distinct official encourage- 
ment, the annual reports of the Department of Municipal Affairs 
repeatedly commending the " straight land tax " as a system which 
" makes the non-resident speculator pay the same amount of taxes 
for his lot as the man who may have a good building situated on a 
similar lot." 

In the session 1910-11 the cities and towns were authorized by 
the legislature to reduce the assessment of buildings and improve- 
ments below the standard of 60 per cent by not more than 15 per 
cent of their value annually, thus making possible the total exemp- 
tion of improvements within four years. 

All the seven cities took advantage to a greater or less extent of 
this permission. But none had reached the goal of complete ex- 
emption when in 1913 their further progress in that direction was 
arrested by the financial difficulties consequent on the collapse of 
the land boom. At that time the highest percentage of the value 
of improvements assessed was forty-five at Moose Jaw, and the 
lowest fifteen at Prince Albert and Swift Current. 

The " single tax " policy, however, was never really populai 
with either the villages or the towns; and by 1914, when the in- 
flation of land values was already of the past and the ** single tax " 
fever had reached its height, only a little over one-fourth of the 
villages had elected to exempt improvements and less than one- 
fourth of the towns had reduced the assessment below 60 per cent. 

In Alberta the traditional " single tax " option, continued by the 
provincial legislature, had commended itself to only about one- 
third of the villages and a small minority of the towns when in 
1912 a Government favorable to the " single tax " system made 
its adoption compulsory throughout the municipalities of the prov- 
ince, with the exception of the cities which are governed by their 
own special charters. 

But in the cities of Alberta the policy of exempting improve- 
ments, first adopted by Edmonton in 1904, was making rapid 
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progress. In 1914 three of the six cities were wholly exempting 
improvements while the others were well on the way. Calgary, 
the largest, had in 1912 reduced the assessment of buildings and 
improvements to 25 per cent of their value. 

The experience of Edmonton, the capital city of Alberta, is 
especially interesting as illustrating the causes to which the rapid 
spread of the so-called " single tax " movement was due. Under 
Edmonton's original charter of incorporation as a city, granted by 
the North- West Territories Ordinance in 1904, buildings and im- 
provements were exempt from taxation, it being provided that 
municipal and school taxes should be* levied on land, businesses, 
income and special franchises. There was also a poll tax on resi- 
dent males over 21 years of age whose names were not on the 
assessment roll. In 1910, however, when land values were rapidly 
rising, the poll tax and income tax were dropped; and in the fol- 
lowing year a little agitation on the part of the retail merchants 
secured the abolition of the business tax and the gradual reduc- 
tion of licenses till the revenue therefrom was negligible. The 
different public utilities, moreover, being owned by the city, the 
right to tax special franchises was valueless and the city thus be- 
<:ame dependent for its revenue on the taxation of land values only. 

The explanation of the adoption by Edmonton in 1904 of the 
policy of exempting buildings and improvements seems to have 
been the existence of large areas of unimproved land within the 
•city in the hands of absentee owners, of whom the most important 
was the Hudson's Bay Company. The residents, who owned prac- 
tically all the improvements and controlled the council, naturally 
took advantage of their power to shift the burden of municipal 
government on to the shoulders of the absentee landowners. 

There can, however, be no question that in Edmonton, as in 
Victoria and Vancouver, the policy of restricting the municipal tax 
base to land values was made practicable, for a time, only by the 
fact that its adoption happened to coincide with a period of rapidly 
increasing population, industrial development and speculative activ- 
ity, when land values were advancing at a phenomenal rate. 

Some idea of the extent of the rise in land values is to be obr 
tained from the assessments of the cities. It is true that several 
of the cities continued for a time to inflate their assessments after 
the period of speculation had ended and land values were rapidly 
falling. But confining our attention to the decade from 1903 to 
1913 when land values were certainly rising, we find that in Van- 
•couver and Edmonton, the two leading " single tax " cities, the 
•expansion of land value assessments was as follows : in Vancouver 
from $13,846,000 in 1903 to $144,975,000, and in Edmonton from 
■$3,208,000 to $188,539,000 during the same period. In Calgary, 
which displayed greater caution in its progress towards exemption 
of improvements, the assessment at its highest fell far short of the 
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inflated level reached at Edmonton. But even there the land value 
assessment rose from $1,956,000 in 1904 to $120,801,000 in 1913. 
It should be observed that the increase was in each case accom- 
panied by annexations which considerably extended the areas of 
the cities. 

But in Edmonton and Calgary, and in other Alberta cities, much 
of the territory annexed and assessed at an inflated value as build- 
ing sites, was and is simply agricultural land. The speculative real 
estate owner for the time regarded high assessment as a good ad- 
vertisement assisting him to unload at a profit; and while the 
annual increment in land value continued, and high profits were 
daily realized or confidently expected, even heavy taxes seemed a 
matter of small moment. 

Altogether, it seems clear that, if we except the belated and 
shortlived experiment in compulsion applied to the villages and 
towns of Alberta, the extensive adoption in western Canada of the 
policy of exempting improvements, and concentrating municipal 
taxation on the unimproved value of land, is to be attributed, partly 
no doubt to the widespread diffusion of a sentiment in favor of a 
system which promised to throw the burden of taxation more 
heavily on the land speculator and absentee owner, but chiefly ta 
the fact that during the period of real estate inflation the apprecia- 
tion of land values was such that a tax on that basis yielded nearly 
all, then all or more than all, the revenue required by the municipal 
governments. The municipal authorities, with more regard for 
popularity than principle, simply followed the path of least re- 
sistance, and that, under the conditions then existing, led directly^ 
to the exemption of improvements and the contraction in other 
ways of the tax base. 

The influence of the " single tax " doctrine, if any, in bringing 
about this result appears to have been altogether negligible ; though 
the adoption of the policy by the Canadian cities was at the time 
widely advertised by the official spokesman of the Single Tax 
League as a triumph for the principles of Henry George. 

But nowhere in western Canada was the " single tax " ever in 
operation. Even in the cities, like Edmonton and Vancouver, 
where the policy of concentrating municipal taxation on the unim- 
proved value of land had been carried furthest, there still remained, 
a more or less restricted system of licenses, while various provin- 
cial and dominion taxes were levied within the cities. 

The supporters of the system of land value taxation maintain 
that it untaxes industry, removes the burden from the shoulders of 
the improving citizen, and so tends to attract capital and stimulate 
building and development generally, while at the same time it gets 
at the "unearned increment" of the absentee speculative owner 
who is supposed to be a monopolist holding the land out of use 
and thus thriving by the industry of others. 
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But, even if the tax on land values were the only tax, it would 
not mean the untaxing of industry but merely of certain types of 
improvements such as buildings and fences; for the value of much 
of the labor and capital spent on the land in preparing it for the 
use to which it has to be put becomes rapidly indistinguishable from 
that of the land itself, and is assessed and taxed as part of the 
so-called " unimproved land value ". 

The claim that the exemption of improvements stimulates build- 
ing and development is generally supported by arguments of the 
familiar " post hoc ergo propter hoc " order which entirely ignore 
the complexity of causes on which the growth of cities depends. 
During the decade 1903 to 1913 the cities of western Canada as a 
whole were prospering, irrespective altogether of their system of 
taxation. 

Land in cities is seldom monopolized, and where there is con- 
clusive evidence that it is being deliberately withheld from the 
market, to the detriment of the interest not merely of some would- 
be purchaser but of the community as a whole, the legitimate 
remedy is not confiscation in the guise of taxation, but the exer- 
cise of the government's sovereign right of expropriation with 
compensation. 

But whatever its social effects, any system of taxation must in 
the long run stand or fall by its financial results. The primary 
object of taxation is to obtain revenue for the purposes of govern- 
ment ; and the defects of the " single tax limited " in this respect 
soon became apparent. It stimulated expenditure and, once the 
period of speculative inflation had passed, it failed to produce the 
needed revenue. 

Governments, mimicipal as well as national, are at the best slow 
to realize the profound wisdom of Mr. Gladstone's saying : " Good 
finance consists more in the spending than the collecting of rev- 
enue." Lavish expenditure is too often the most direct route to a 
great if shortlived popularity; and wasteful extravagance is the 
certain outcome of a system under which the majority of the 
citizens who are responsible for sanctioning expenditure do not 
themselves provide the funds. 

Under our present system of real estate property taxation, based 
as it is on capital values, the inflation of land values would in any 
case have had a pernicious effect on local finance. But when to 
this was added the influence of exemption of improvements from 
taxation, and in some cases the abolition of practically all sources 
of municipal revenue other than land values, the effect was dis- 
astrous. As land value influation was the source of revenue, so 
the revenue was spent in the promotion of further inflation. 
Throughout western Canada there are to be seen abundant evi- 
dences of this ill-considered expenditure of public funds. In every 
direction pavements and sidewalks were extended, public utilities 
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constructed, and improvements carried out in anticipation of the 
remote and uncertain needs of a still unfeatured future. 

Expensive improvements in turn involved the anticipation of 
revenue by the creation of indebtedness on the basis of extrava- 
gantly inflated assessments. Then in 1913 came hints of the need 
of caution, followed by hesitation, suspicion, financial stringency 
and a rude awakening. Real property values generally, and land 
values in particular, too often the sole source of municipal rev- 
enues and security for municipal debts, were seen to shrink with 
amazing rapidity and in many cases to vanish into nothingness, 
while what was left of the wreckage was swept in the following 
year by the fiery breath of war. 

Real estate, more especially in the form of urban building sites, 
formerly a highly coveted and appreciating asset, now became an 
undesirable and burdensome liability. Taxes based on the inflated 
assessments remained unpaid. Many of those liable for taxes 
were protected against action by enlistment in the over-seas forces. 
But, apart from this, great numbers of tax delinquents were either 
unable to pay or did not consider their holdings worth the sacri- 
fice; while others simply would not pay so long as they felt they 
could rely on the reluctance of municipal councils to bring matters 
to an issue by tax sale. 

This reliance was in many cases only too well founded. Van- 
couver City, for example, which had adopted the heroic policy of 
taxing land values only, for years practically confessed its inabil- 
ity to enforce payments. No tax sale was held by the city between 
1909 and 1919, and in the interval the accumulation of arrears had 
become such as to menace the solvency of the city. From $728,695 
in 1914 they had increased to $5,456,453 at the close of 1918, a 
sum considerably in excess of the city's annual tax levy. A tax 
sale held last year, covering all lands on which taxes were in 
arrears up to the end of 1915 has, however, somewhat improved 
the position in this respect. 

The growth of arrears of taxes was naturally accompanied by 
heavy borrowing to meet the current expenses of administration 
and to finance expensive undertakings lightly entered on in the 
period of inflation. In 1917 the provision required in way of in- 
terest and sinking funds for the service of debt amounted to almost 
50 per cent of the city's total expenditure. 

Vancouver's experience in this respect was not singular. In 
1918 Victoria City was driven to obtain special powers from the 
legislature to enable it to provide for the collection of its accu- 
mulation of tax arrears, and to secure renewal, or extension of 
time for payment of treasury certificates and bills. In the three 
years following 1914 the aggregate amotmt of tax arrears in the 
municipalities of British Columbia rose from less than six million 
dollars to almost fourteen million dollars. 
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In Alberta also the restriction of the tax base, together with the 
contraction of real estate values, resulted in heavy accumulations 
of arrears of taxes ; and a very general failure, up till last year, to 
enforce collection by means of tax sales placed several of the 
cities and towns in serious financial difficulties. Some have had to 
seek arrangements with their creditors, and the provincial govern- 
ment has had to come to their aid by appointing a commission to 
assist them in straightening out their financial affairs. 

Edmonton's arrears of taxes increased from $2,560,354 in 1914 
to $6,755,760 in 1918, and the city was then collecting little more 
than half its tax levy, while for a population of 60,000 it had a 
general funded debt of $9,864,000. A tax sale held in 1918 re- 
sulted in the great bulk of the properties falling to the city which 
did not want them and could do nothing with them. They had 
passed definitely from the category of taxpaying properties. For 
the arrears of 1914 and 1915 notes were taken by the city. Of the 
tax arrears at the close of last year, $3,000,000 represented taxes 
payable on lands forfeited to the city. 

In Saskatchewan as elsewhere accumulation of tax arrears and 
growth of debt resulted from the collapse of the land boom and 
the exemption of improvements. And, as Dr. Murray Haig con- 
clusively shows, in his report on " Taxation in the Urban Munici- 
palities of Saskatchewan ", the cities with the largest accumula- 
tions of tax arrears were those that had gone furthest in the direc- 
tion of the "single tax**. In Saskatchewan, however, the posi- 
tion has been on the whole less serious than in the provinces fur- 
ther west owing to the law having compelled an earlier resort to 
tax sales. But even thus, it was stated by the president of the 
Union of Saskatchewan Municipalities at the convention in July 
last that " there are cities and towns of the province which cannot 
sell debentures at all, others only at a high rate of interest and 
below par." 

BROADENING THE BASIS OF TAXATION 

Generally speaking, throughout the muwicipalities of the three 
provinces where the " single tax " experiment has been tried, the 
experience has been the same ; a hasty adoption of the " single 
tax " policy — whether voluntarily or under legislative compulsion — 
during the years of real estate inflation, followed by the rapid con- 
traction and disappearance of land values in 1913-14, and the 
accumulation of tax arrears and of debts. 

In Saskatchewan, where, as we have seen, the approach to total 
exemption of improvements had been more cautious than further 
west, the first step in the retreat from an impossible position was 
taken in 1916, when the cities and towns were authorized to 
increase the assessment of buildings and improvements by not 
more than 15 per cent per annum till the maximum of 60 per cent 
5 
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was reached. In 1917 the optional exemption of improvements in 
the villages was abolished, and they now tax buildings and im- 
provements on 60 per cent of their value. The urban municipal- 
ities of Saskatchewan have thus returned to their old system, ac- 
cording to which taxes are levied on lands and improvements^ 
businesses (in villages, personal property), income and special 
franchises. 

In Alberta, the home of the compulsory single tax, as early as 
1913 it had been found necessary to give conditional authority to 
many of the towns to levy a business tax for three years and to 
remove the 20-mill limit to the tax rate on land values. But by 
1916 the position was obviously becoming hopeless, and both vil- 
lages and towns were granted the right to levy a business tax and 
to tax buildings and improvements on not more than 60 per cent 
of their value. 

The privilege was first given for 4 years but the time restric- 
tion has since been removed. The tax rate was first limited to 20 • 
mills but this limit was removed in 1917, by which time the move- 
ment towards a broader basis of taxation was well under way, not 
merely in Alberta but throughout the whole west. In 1919 about 
half the towns in Alberta had taken advantage of the permission 
to extend their tax base beyond land values. 

In the cities the same forces were at work. Edmonton, in 1917 
and 1918 secured amendments to her charter enabling her to levy 
a tax on improvements assessed at 60 per cent of their value, a 
graduated rental tax on business, and an income tax. The city, 
therefore, now taxes not only land but buildings and improve- 
ments, business and income. Calgary since 1916 has taxed busi- 
ness and special franchises, and in 1918 obtained authority to raise 
her assessment of buildings and improvements to 50 per cent of 
their value. All the six Alberta cities now levy taxes on the value 
not only of land but of buildings and improvements, and also a 
business tax. Edmonton, Lethbridge and Wetaskiwin have in 
addition an income tax, and Calgary a special franchise tax. 
" Sweet are the uses oi adversity." A more complete repudiation 
of the " single tax '* policy, and one better founded, it were diffi- 
cult to imagine. 

In British Colvmibia also there has been a pronounced move- 
ment in the direction of broadening the basis of municipal taxa- 
tion. Amongst the mimicipalities there have been within the last 
five years many defections, voluntary or otherwise, from the 
" single tax " group. 

Vancouver City, too, in 1918 began by taxing improvements on 
25 per cent of their assessed value, and last year this was raised 
to 50 per cent. It also sought authority to levy a business tax but 
its scheme was rejected by the legislature, owing to opposition 
organized by the Retail Merchants' Association whose political 
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activities in western Canada do not always make for financial 
righteousness. In the meantime the city has had to content itself, 
as already mentioned, with the imperfect substitute of an extended 
system of licenses. At this year's session of the legislature Van- 
couver, as well as the other municipalities, was authorized to levy 
an amusement tax and a poll tax, in supplement of the correspond- 
ing provincial taxes, but so far no advantage has been taken by 
the city of this permission. 

Of all the cities of western Canada, Victoria is now the only 
one which continues the policy of exempting improvements from 
taxation. It can no longer be described as a popular policy, but a 
speedy return to a broader basis is in this case rendered difficult 
by the existence of several large blocks erected under the exemp- 
tion system on the tacit understanding that it was the settled policy 
of the city. Even here, however, a return to the taxation of im- 
provements seems only a matter of time and opportunity. 

The need of broadening the basis of taxation has naturally been 
most acutely felt in the cities which had gone furthest in the 
direction of exclusive reliance on land values for their revenue. 
But the contraction of land values since 1913 has presented a seri- 
ous financial problem to all the urban municipalities of western 
Canada. For it has been necessary to make heavy reductions in 
the assessments in order to bring them more nearly into accordance 
with actual values; and this contraction of the tax base has neces- 
sitated a rapid rise in the tax rate. 

Vancouver City reduced its land value assessment from over 150 
million dollars in 1914 to 132 millions in 1919, while the tax rate 
was raised from 20 mills in 1913 to 24 mills in 1919. In Vancouver 
the broadening of the base by taxing improvements has somewhat 
lessened the need that would otherwise have been felt for raising 
the tax rate. 

In Edmonton the net taxable assessment fell from 191 million 
dollars for land values only in 1914 to a little over 79 millions for 
land and 60 per cent of the value of buildings combined in 1919, 
while the tax rate rose within the same period from 17j4 mills to 
slightly over 35 mills. This year (1920) it is 45 mills. 

In Regina the total taxable assessment (of land, buildings, busi- 
ness and income) which stood at 73^ million dollars in 1914, had 
fallen in 1919 to 41 J^ millions, of which almost 89 per cent repre- 
sented real property. During the same period the tax rate rose 
from 13 mills to 33 J^ mills. 

In Winnipeg the inflation of real property values never reached 
the heights attained in most of the cities further west; but the 
assessment has none the less fallen from its highest point of 288 
million dollars in 1915 to 236 millions in 1919, while the tax rate 
has risen from 14 mills to 23 mills. 

For some years the rapid rise of the tax rate, due as it has been 
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in no small degree to the steady increase in number and expensive- 
ness of the general or national services performed by our mu- 
nicipal governments — such as education, poor relief, police protec- 
tion, care of public health, and administration of justice — ^has given 
rise to considerable dissatisfaction with the existing distribution of 
the burden of taxation. In particular, it has been argued, that the 
large percentage — in Winnipeg 84 per cent — of the total tax burden 
levied on the owners of real property is excessive. 

It has, perhaps, been too readily assumed that the immediate and 
apparent impact of the real property tax is identical with its real 
and ultimate incidence. But there can be no question that under 
the present system by which real property is taxed on its capital 
value, the burden of local taxation in the cities falls with crushing 
weight on the owners of vacant land. 

I may here state that I cannot agree with the view which seems 
to be generally held by economists on this continent, that capital 
value is a better basis than income for the taxation of real estate. 
On the other hand, I do not maintain that the income from real 
property should be taxed, for local purposes only, at the same rate 
as other species of revenue. 

The owners of real property, and those engaged in business in 
the city are in a special degree the beneficiaries of municipal ex- 
penditure. This, however, is not so applicable to expenditure on 
the general services already mentioned. And it is reasonably 
argued that the revenue required for the maintenance of such ser- 
vices must be raised by taxation which is of an onerous rather 
than a beneficial character, and that such taxation should be levied 
on the basis of ability to pay. At the same time, the growing 
wealth of society and the increasing variety of its forms has 
tended to render the possession of real property less and less 
satisfactory as a measure of that ability. On these grounds it is 
held that the municipal taxation of real property and business 
should be supplemented by a personal income tax. 

In accordance with this view the recent Assessment and Taxa- 
tion Commission in Manitoba recommended to the legislature the 
introduction of an income tax for municipal purposes, somewhat 
on the same lines as that now in operation in Wisconsin, and ad- 
ministered as there, not by the local authorities, but by a Provin- 
cial Tax Commission. Whether this will be the solution ultimately 
adopted is as yet uncertain. It may be that an effort will be made 
to attain the same end by the institution of a provincial income tax 
for provincial revenue purposes, the legislature at the same time 
relieving the municipalities of the financial burden of several of 
the more general or onerous services for which they are at present 
responsible. 

Chairman Haugen : We have on our program for Friday 
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afternoon a review of legislation of 1919-1920 by Professor O. C. 
Lockliart, of the National Bank of Commerce of New York, at 
present, and he is desirous of getting away at as early a date as 
possible, and we will hear Mr. Lockhart now and fill in the time 
anyway until we take up the next subject. Mr. Lockhart — 



REVIEW OF LEGISLATION 1919-20 

0. C. LOCKHART 
National Bank of Commerce in New York 

Mr. Chairman and Gentlemen : — It is, of course, out of the 
question to give, within reasonable limits, a complete account of 
the tax legislation of 1919-20. I shall therefore attempt merely to 
point out what appear to me to have been some of the leading 
ideas, some of the outstanding features of our tax legislation of 
the last two years, and shall illustrate these tendencies by reference 
especially to enactments of 1919, with briefer reference to those 
of 1920, concerning which complete information is not yet available. 

There have been held in these two years regular sessions of all 
the legislatures and special sessions of a number of them, and at 
least three constitutional conventions. A considerable amount of 
tax legislation, and I should say, on the whole a rather unusually 
large amount of important tax legislation, has been enacted during 
that period. The outstanding feature of this legislation, it seems 
to me — and this is rather more true perhaps in 1919 than 1920 — has 
been the eflFort to raise increased revenue in order to meet in- 
creased expenditures. Whether we like it or not, whether we 
think it is a desirable tendency or not, it is undeniable that our 
state and local expenditures have increased much more rapidly 
than revenue. That situation is the key to most of the purely tax 
legislation. 

There are three aspects of this search for new sources of rev 
enue which may be separately noted. There is first the* imposition 
of new taxes, taxes new at least to the state which is adopting 
them; in the second place there has been in many cases an in- 
crease in rates of old taxes; and finally an extension of existing 
taxes to new subjects, or some modification of the law intended to 
improve its working and improve the revenue as well. For, as 
has been well said, we can seldom aflFord the luxury of tax reform 
for reform's sake only. 

LEGISLATION OF 1919 

Most notable among the new taxes is the state income tax. A 
number of states have now adopted that tax and are perfecting it 
from year to year. It is dangerous, of course, to predict in the field 
of legislation as in other fields of human endeavor, but the ten- 



70 NATIONAL TAX ASSOCIATION 

dency seems to be clearly in the direction of further reliance upon 
income taxes. This tendency is in part merely the result of efforts 
to remedy the evils of the old general property tax, as when the 
income tax is substituted for the tax on intangible property; but 
it also reflects an effort to obtain a greater revenue yield than it 
has been practicable to get by a tax based on capital value. 

During the 1919 legislative period New Mexico, New York- and 
North Dakota adopted general incoriie taxes at progressive rates. 
The New York law applies only to individuals. Because of the 
importance of the problem of the taxation of nonresidents in that 
state, it may be well to note that nonresidents are subject to tax 
on income from personal services performed and business trans- 
acted within the state, but not on investment income. 

The North Dakota income tax law marks a departure from other 
American laws in that it differentiates between earned and un- 
earned personal income. The rates on unearned incomes are in 
general twice as high as those on earned incomes, but the max- 
imum rate of ten per cent applies to incomes in excess of $30,000, 
whereas the maximum rate on earned incomes applies to incomes 
in excess of $40,000. The tax is imposed only on income from 
sources within the state and payment may be made with personal 
property tax receipts. The rate on corporation income is fixed at 
three per cent but there is also a tax on undistributed net income. 

There have, of course, been some setbacks in this development 
of income taxation. The proposed Ohio law failed of passage 
and the New Mexico law has been under fire, resulting in the ap- 
pointment of a commission to examine the whole subject and re- 
port to the next legislature. An Alabama tax law was declared 
unconstitutional by the State Supreme Court on the ground that it 
was in effect a property tax and as such was not levied in con- 
formity with the requirements of the Alabama constitution. The 
net result, however, is an increase in the number of states using 
the income tax, of which there are now nine, namely: Delaware, 
Massachusetts, Missouri, Oklahoma, New Mexico, New York, 
North Dakota, Virginia and Wisconsin. 

Next to income taxation, the most significant development seems 
to have been in the field of inheritance taxation. Kansas, New 
Hampshire and Ohio adopted direct inheritance taxes. Texas im- 
posed a tax on collateral inheritances and New Mexico provided 
for the taxation of both direct and collateral inheritances. 

In the field of corporation taxes. North Dakota adopted an excise 
tax at the rate of one-twentieth per cent on the fair average value" 
of capital stock and bonds, or in the case of foreign corporations, 
on capital invested in the state. That state also imposed a tax on 
the gross earning/ of freight line and equipment companies. New 
Mexico enacted a franchise tax on both domestic and foreign cor- 
porations, based on authorized capital stock. Texas will tax for- 
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eign corporations on the proportion of capital stock and profits 
which gross income in Texas bears to entire gross income. 

South Dakota imposed a tax of three mills on moneys and 
credits, except mortgages, which are subject to a registry tax of 
ten cents per $100 per year of life, but not to exceed fifty cents 
per $100. These taxes are in lieu of other taxes on moneys and 
credits. A different form of classification is illustrated by the 
North Dakota law which requires railroad and similar property, 
flour mills, elevators, business buildings, land and bank stock to be 
assessed at full value, while live stock, farm property, dwellings 
and other property are to be assessed at fifty per cent of value. 
In connection with its income tax. North Dakota has also ex- 
empted moneys and credits from the property tax. At the present 
time there is apparently some indecision as to whether the next 
step toward getting rid of the evils of the general property tax 
should be by means of an income tax or by classification of prop- 
erty. In this connection it seems pertinent to speak of the con- 
tinuing tendency toward exemption from the property tax of cer- 
tain classes of intangible property, thus constituting in effect a 
sort of classification of property for the purposes of taxation under 
property tax rates. An illustration of this is the Oregon law ex- 
empting notes secured by reporded mortgages on real estate from 
taxation as personal property. 

The increase of rates of existing taxes has perhaps been most 
notable in the field of inheritance taxation. A considerable num- 
ber of states both increased the basic rate and increased the rapid- 
ity of the progression of the rate, or reduced exemptions; so that 
on larger bequests and inheritances the tax was increased more 
rapidly than it was on the smaller inheritances. The increase of 
rates on collateral inheritances as compared with those applying to 
direct inheritances was especially marked. Georgia introduced two 
new classes of heirs and imposed graduated rates which reach a 
maximimi of twenty-one per cent upon inheritances exceeding 
$500,000 to distant relatives. Similar, but less sweeping changes 
were made in the laws of Minnesota, North Dakota, South Dakota, 
Oklahoma and Oregon. 

New York broadened the scope of its corporation franchise tax 
on entire net income to include virtually all corporations except 
banking institutions and public utilities and increased the rate 
from three to four and one-half per cent. West Virginia levied 
an additional tax at the rate of one-fourth per cent on the net in- 
come of corporations. Massachusetts will hereafter tax corporate 
income assignable to that state at two and one-half per cent but 
will retain also the old corporate excise tax at the rate of $5 per 
$1,000. Missouri increased the rate of the corporation franchise 
tax from three- fortieths to one-tenth per cent of capital stock and 
surplus employed in the state. Rhode Island fixed a minimum 
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franchise tax equal to twenty-five cents per $1,000 of the author- 
ized capital of miscellaneous corporations. 

Missouri raised the rate of her income tax from one-half to one 
and one-half per cent and refused longer to accept personal prop- 
erty tax receipts in payment of the income tax. Georgia increased 
the rate of tax. on insurance premiums from one to one and one- 
half per cent. 

The field of license legislation has also been further worked by 
way of increased rates and rates based on the horsepower of the 
automobile or on the carrying capacity of the truck, or something 
of that sort. In Georgia the rate on trucks rises rapidly with 
carrying capacity, reaching $1,125 for trucks in excess of seven 
tons. Ohio adopted a graduated license tax in lieu of a former 
law, held unconstitutional by the courts. In New Hampshire and 
Oregon the license system is being substituted for assessment as 
personal property, while in Arizona the personal tax must be paid 
or secured before license may issue. 

In this connection there should be noted a certain tendency 
toward relaxing limitations upon tax rates and bond issues. New 
Mexico removed the limitation on levies for highway and school 
purposes and school tax rate limits were raised in Georgia. Ohio 
permitted certain levies to be exempt from the tax limits, upon 
vote of the people. 

The third phase of the effort to increase the revenue concerns 
the extension of existing taxes to new subjects and the improve- 
ment of detail. A few illustrations may be cited. The New York 
franchise tax based on net income originally applied only to manu- 
facturing and mercantile corporations. Its scope has been consid- 
erably widened. Oklahoma will hereafter assess corporations, 
other than public service and banking corporations, upon the 
" value " rather than the " net value " of their moneyed capital, 
surplus and undivided profits. 

New York further receded from its former position with respect 
to inheritance taxes on the property of nonresident decedents, and 
now taxes such property consisting of shares in domestic corpora- 
tions and New York national banks, and of securities of foreign 
corporations to the extent that they represent realty in the state. 

Insurance companies in Connecticut will no longer be taxed on 
their assets but on their gross investment income, excluding rents 
from Connecticut real estate and income from certain exempt 
sources. The rate of tax is set at four per cent for 1920 and 1921, 
and three and one-half per cent thereafter. 

Nebraska banks were forbidden to deduct the amount of Gov- 
ernment bonds owned from the value of their capital stock for the 
purpose of the tax on bank shares. On the other hand, Iowa and 
Rhode Island made concessions to banking institutions in respect 
of their ownership of United States bonds. Oklahoma will here- 
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after permit banks to deduct the value of real property within the 
state from the aggregate valuation of their shares. The real 
property will be separately taxed. 

The new Alabama tax law requires property to be assessed at 
sixty per cent of its value. An amendment to the Washington law 
makes the rate of assessment definitely fifty per cent instea.d of not 
over fifty per cent. In view of the low- rate taxes imposed on 
moneys and credits and on registration of mortgages, South Da- 
kota exempted moneys and credits from the property tax. North 
Dakota likewise exempted moneys and credits. 

Progress in the field of tax administration is evidenced by the 
creation of new state tax commissions and the enlargement of the 
powers of existing commissions, as well as by improvements in the 
laws relating to local assessment work. Alabama established an 
appointive commission and the new Secretary of Finance in Ne- 
braska has functions similar to those of the tax commissions. The 
State Board of Equalization of Utah was endowed with wide 
powers of assessment and control over local assessors. North 
Dakota replaced her commission by a single commissioner and 
Wyoming replaced her commissioner with a State Board of Equal- 
ization, but in each case enlarged powers were conferred on the 
new officials. The Indiana Commission was made a separate 
board, with increased power over local assessors, including the 
power of removal. The Michigan commissioners will hereafter 
be the majority members of the State Board of Equalization. 
The Tennessee Railroad Commission takes over the powers of the 
former Board of Equalization. 

North Carolina made provision for the valuation of property 
under state supervision. Utah fixed a definite basis for the assess- 
ment of mines by the State Board of Equalization. Central as- 
sessment was provided in Wyoming for car companies and in 
Montana for inter-county public utilities. 

Certain changes have been made in local tax administration. 
Supervisors of assessments were provided for in the counties of 
Alabama and in judicial districts in North Dakota. The employ- 
ment of experts was authorized in Arizona, New York and Wash- 
ington. Several states increased the salaries of local assessors, 
but this action is less significant of progress in taxation than it 
would formerly have been. Georgia provided for the appointment 
of tax inquisitors, to be paid on a commission basis. 

The rapid increase of public expenditures has caused not only 
the search for additional revenue, which has just been described; 
it has also resulted in measures whose object is, broadly speaking, 
to control expenditure. This is, it seems to me, the second im- 
portant characteristic of recent fiscal legislation. It has taken 
form in tax limit laws and in state budgetary legislation. 

Nine states enacted laws providing for the establishment of a 
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budget system. Arizona, Nevada, Oklahoma, South Carolina, and 
Wyoming passed very similar laws, modeled more or less closely 
on the Maryl?ind and Virginia statutes. In New Hampshire the 
Governor-elect is to receive and may investigate the departmental 
estimates, on the basis of which he is later to make his official 
recommendations to the legislature. Nebraska created a Depart- 
ment of Finance under a Secretary appointed by the Govjernor. 
Among other duties, the department will prepare the budget for 
the Governor. Michigan and Texas provided for the preparation 
of the budget by a commission or board of control. 

This legislation is of very great interest and promise. Our 
form of representative government does not lend itself to the 
development of satisfactory budgetary procedure as readily as 
does parliamentary government, yet in some cases by general gov- 
ernmental reorganization, in others by less far-reaching enactment, 
there has been provided the machinery for the preparation of an 
executive budget, so that the estimates which go to the legislature 
will at least have been prepared with care. The very fact that 
they have been so prepared of course constitutes one pretty good 
reason why a legislative committee should hesitate to change the 
recommendations made to the Governor by his budget commission 
or commissioner and submitted on his own responsibility. This 
does not deprive the legislature of its power — that has been pretty 
jealously guarded — but rather, it affords the legislature an oppor- 
tunity to do its work more efficiently, because the executive officers 
have done more by way of preparation of the estimates than had 
theretofore been done. 

There must also be recorded a few developments that on the 
surface at least look in the other direction. The voters of Cali- 
fornia, Maine, Michigan, and Oregon have returned majorities in 
favor of constitutional amendments authorizing the issuance of 
bonds for highway purposes and several state legislatures have 
proposed amendments to provide some sort of soldiers' bonus. 
These are the most important of such developments. I speak of 
them not necessarily to condemn them, but to show the drift 
toward the increase of capital expenditures, financed by the ap- 
parently easy method of bond issues rather than by the "pay-as- 
you-go " method. 

LEGISLATION OF 1920 

Authoritative information concerning the legislation of 1920 is 
not in all cases available. From data at hand it is apparent that 
the general trend of fiscal legislation is quite similar to that of 
1919. Nebraska adopted a constitutional amendment which will 
permit income taxes to be levied, and Maine, Minnesota, New 
Hampshire, and North Carolina will vote on similar proposals. 

Massachusetts imposed an additional tax on corporate incomes 
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and Mississippi increased the rates of the corporation organization 
tax. New Jersey adapted her organization and franchise taxes to 
the peculiar requirements of corporations issuing non-par stock. 
Maryland made the rate of tax on trust companies uniform with 
that on banks. 

Indiana and. Montana are endeavoring to secure a budget system 
through constitutional amendment. The Indiana proposal would 
specifically authorize the executive to veto individual items in 
appropriation bills. On the other hand, it has been deemed neces- 
sary in several states to permit the raising of larger taxes for 
various purposes, especially for schools. Kansas, Kentucky, Ore- 
gon, Rhode Island, South Carolina, Washington, and Virginia may 
be cited. And the number of measures to increase salaries, build 
roads, and provide assistance of some sort to veterans of the world 
war makes it highly probable that the next few years will witness 
still further relaxation, of limitations upon tax levies. 

In conclusion, it is to be said that an examination of recent 
state legislation along fiscal lines reveals a very marked degree of 
uniformity among the enactments of the several states. It, of 
course, has been true, at least ever since the period of constitu- 
tion making, about the middle of the last century, that states in 
the same region tended to copy from one another in matters of tax 
laws and fiscal provisions. We have got considerably past that 
stage. We find now a degree of uniformity, which, if carefully 
analyzed, suggests that its origin is not mere copying but educa- 
tion as to what is desirable in tax and budgetary legislation. The 
attainment of such a degree and kind of uniformity is largely due 
to the activities of several associations working along their par- 
ticular lines; and I think it may fairly be said that it is especially 
due to the activities of this association in pointing the way toward 
desirable types of legislation for states which, after all, have much 
the same general problems of taxation and governmental expen- 
diture. 

Chairman Haugen: Does anyone desire to ask Mr. Lockhart 
any questions or make any remarks ? 

Prof. Carl C. Plehn, of California : *It will be of interest to 
all the members to know that a study of the new state income tax 
laws— two in fact, one by Professor Lutz and one by Miss Com- 
stock of Mt. Holyoke College — appeared in the last two ntmibers 
of the American Economic Review — ^the organ of the American 
Economic Association. One of those studies is descriptive and 
the other is strictly on the financial yield of those taxes. 

J. F. ZoLLER, OF New York : I want to say one word about the 
Alabama income tax law that was declared unconstitutional. I 
think it is very fortunate that it was declared unconstitutional, not 
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because there is any objection to an income tax, but Alabama en- 
acted a law which in my opinion it was, impossible to administer. 
Alabama undertook to require every taxpayer that was doing busi- 
ness both within and outside of Alabama to determine its net in- 
come from sources within the state of Alabama, and then to de- 
termine the expense of doing that business. Now, a corporation 
doing business in several states cannot very well tell how much 
net it makes in any particular state. It can tell what the total net 
is, and you can apportion that with reference to property, as is 
done in New York state, or as is done in the state of Massachu- 
setts, so that each state will get its fair share of the total net in- 
come of a corporation that is doing business in several states. 
Before the Alabama act became unconstitutional, I imdertook to 
make out a report, and I could not do it. It is mere guess-work. 
There is no corporation that can tell when a sale is made whether 
it is made within Alabama or in some other state, in a great many 
instances. And you cannot tell how much of the salary you ought 
to charge up to that particular sale. 

They had a law that was absolutely impractical, I think, and if 
they pass another law, I hope they will get something that it is 
possible to administer, not only from the standpoint of the state, 
but from the standpoint of the taxpayer. That is very important. 

We went over that whole situation in New York, and in Massa- 
chusetts, and we came to the conclusion that it is impossible to 
tell how much net you make in any particular state. You can get 
your total net and then you can apportion, and I believe that is 
the only basis upon which a state income tax ought to be admin- 
istered. I want to say this for the benefit of the people who are 
interested in income taxation in different states. 

Allan C. Girdwood, of Maryland: May I ask Mr. Lockhart 
to explain the predominating features of federal taxation. 

Mr. Lockhart : I didn't quite get your point yet. With regard 
to proposals of amendment of existing law? Their name is legion 
and I don't think I am competent to discuss them nor would I 
have the time. There has been a proposal, of course, to make 
good the loss from the inability longer to collect a tax on stock 
dividends, and the necessity of refunding taxes heretofore col- 
lected on stock dividends. There has been a proposal to make 
good that loss by some kind of a tax on undistributed net income 
or by an excise tax on the privilege of declaring stock dividends. 

The estimated loss, however, as a result of the stock dividend 
decision shrank very greatly when it was subjected to careful ex- 
amination by treasury officials. There are others here who are 
more competent to speak on that than I am, but the point, of 
course, is that if a share of stock received as a dividend is sold, 
the gain on it is fully taxable; whereas if it were taxed as a stock 
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dividend it is ordinarily taxed at par, and it results that the profit 
on the sale of that stock, if it is sold, is in many case's negligible; 
it may even be a loss. So that the tax on the stock dividend as a 
dividend, not subject to normal tax, will work out in very many 
cases as a lower tax than the tax which may be had when the 
dividend share is sold, and the profit thereon is subject both to 
normal and to sur-taxes. Of course not all the dividend shares 
are sold. That would depend on who is the holder, very largely, 
and on that point there can be no particular prediction, so far as 
I am aware of possible data for forming conclusions. 

I should not like to go into the most far-reaching scheme to 
make good that kind of thing, or any possible defect in our tax on 
so-called personal service corporations. I should not like to go 
into the detail of that scheme as proposed by Professor Adams. 
Frankly, I have not had much opportunity to study the whole 
thing, and I am not sure of my groimd. 

As to the excise tax for the privilege of declaring a stock divi- 
dend, I am frank to say that I feel its net effect would be irritating 
at a time when it is not desirable from any point of view that tax- 
payers should be irritated further. I think they have enough 
ground for complaint with the difficulty of making up federal re- 
turns without subjecting them to further taxes. I don't know 
whether that covers Mr. Girdwood's point. 

Arthur F. Potter, of Connecticut: Professor Lockhart, I 
should like to ask a question : Has there been any marked tendency 
on the part of the states to bring within the inheritance tax law 
the provision for taxing the transfer of stock of resident corpora- 
tions owned by non-resident decedents? 

Mr. Lockhart: I think there has been some tendency in that 
direction. The New York law, which has been pretty liberal, has 
been extended to cover the transfer of stocks in New York cor- 
porations, and in certain other cases where the stock represents 
real estate in New York. I think there have been some other in- 
stances also, but I am reminded that the latter part of the program 
this afternoon will cover that point more adequately. 

Mr. Leser : Maryland passed an amendment which relieved tax- 
payers of such personal tax in the case of business corporations. 

Chairman Haugen : If there are no further remarks on the 
subject, we will proceed to the discussion of inheritance taxes, and 
before the first speaker is introduced, I would ask Mr. John R. 
Cassidy to take the chair. I have the pleasure of introducing Mr. 
Cassidy of the Ohio Tax Commission. 

Chairman Cassidy : I am very much pleased to be called upon 
to preside at this convention, the first one I have had the pleasure 
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of attending. I regret to say that Professor Gerstenberg is not 
present, but his paper is here and will be read to you by Mr. 
McCrea. 

Mr. W. M. McCrea, of Utah : I should like, by way of pref- 
ace, to read a letter from Professor Gerstenberg to me, which will 
preface the paper much more satisfactorily, I think, than anything 
I might say: 

^^ My dear Mr. McCrea: I thank you heartily for consenting to read my 
paper before the National Tax Association, especially since I am passing to 
you the task of reading so inadequate and feeble an attempt, to be made all 
the more inadequate and feeble by the brilliancy of the extemporaneous 
speeches of the other speakers. The idea of my paper is simple enough. It 
proposes the utilization of the federal Government as an instrument for 
assessing, collecting, and distributing the inheritance tax for and to the 
several states. I believe this plan will unite the benefits of various plans 
heretofore proposed without presenting concomitant objections. 

The opening of the university year, and so forth, is going to demand my 
presence here in New York more than ever, but even that general exigency 
could be overcome but for the fact that a call has been made upon me to 
give a special course for federal board men — that is, ex-service men, who are 
entitled, by reason of having been wounded, to the benefit of the govern- 
ment's education plan. 

I trust that you will be able to convey to the convention, without intrud- 
ing a too personal note, my sincere regards. 

Very faithfully yours, 

Charles W. Gerstenberg." 



INHERITANCE TAX UNIFORMITY THROUGH FEDERAL 

ADMINISTRATION 

CHARLES W. GERSTENBERG 
Director of Finance Department, New York University 

The report of the committee on inheritance taxes will concern 
itself with many difficult and interesting problems associated with 
present methods of collecting and using death duties. My purpose 
is to present and to defend a single proposition. I propose that 
to the federal government shall be given the task of assessing and 
collecting inheritance taxes and that the proceeds of the tax shall 
be distributed to the states, after making certain deductions to 
cover the costs of administration, on a basis that I will discuss 
briefly later in this paper. 

In 1907, resolutions and conclusions adopted by the First Na- 
tional Conference on State and Local Taxation, Columbus, Ohio, 
included a resolution as follows : " Resolved, That it is the sense 
of this conference that inheritance taxes should be reserved wholly 
for the use of the several states." The reasons for supporting this 
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resolution were more fully set forth in a paper read before the 
conference by Professor Charles J. Bullock. Since it would ap- 
pear from all this that so eminent an author as Professor Bullock 
is, unless he has changed his position in the last thirteen years, 
opposed to the plan I have outlined, I hasten to explain that the 
only reason advanced by Professor Bullock for reserving the in- 
heritance tax to the states is that the states need the revenue while 
the federal government can, in ordinary times at least, fill its wants 
from revenue derived from other sources. 

The plan I propose would not take revenues from the states. 
The proceeds of the inheritance taxes would go to the states after 
first subtracting the cost of assessing and collecting the tax by the 
federal government. Since a centralized bureau with experienced 
employees might well be expected to administer the collection of 
the tax at a cost lower than that required by a number of state 
officers acting under laws little understood, we may with good 
reason, claim that our proposal will increase rather than reduce the 
net revenues available for state purposes. 

In approaching the analysis of the proposition now being pre- 
sented we must first inquire what are the most desirable ends to 
be achieved in any change in our system of levying and collecting 
our inheritance taxes. Are amendments or changes in our system 
intended chiefly to give relief from unjust double taxation, or are 
they intended to make more certain the payment of the tax by 
those who would seek to evade it? I conceive that changes are 
sought for both purposes; first to relieve honest taxpayers from 
tmjust burdens, and second to insure that dishonest evaders shall 
be made to pay up. 

An analogy will make my point clear. In proposing amendments to 
the National Bankruptcy Act the qujsstion is usually asked : Whom 
does the proposed amendment seek to protect, the bankrupt debtor 
or the latter's suffering creditors ? Most credit men agree that the 
present Bankruptcy Act is a debtor's act — that its chief purpose is 
to relieve honest insolvent debtors from the benumbing burden of 
their debts, and that, therefore, any amendments that seek to pro- 
tect creditors may so jeopardize the fundamental alleviating pur- 
pose of the act as to encourage the repeal of the Bankruptcy Act 
in its entirety by a new Congress. In making suggestions for 
amendments to the Bankruptcy Act, therefore, care is taken not to 
strengthen unduly the hands of the creditor, the balance between 
relief to the debtor and security to the creditor must be maintained 
nicely. 

But in the matter of taxation there is no valid balance to be 
struck between the dodger and the honest taxpayer. We start 
with the premise that the inheritance tax is for revenue only, and 
not for the purpose of leveling fortunes. From this we move to 
the proposition that the tax should be as low as possible to yield 
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the necessary revenues. From this proposition, which, by the 
way, involves some debatable points beyond the scope of this paper, 
such as what governmental activities should be carried on and 
thus demand that revenue be raised — from the proposition, we say, 
that the tax should, on the whole, be as low as possible, we move 
directly to the conclusion that, even aside from moral questions, 
the tax law should be so built up as to insure collections from every 
estate — ^barring, of course, those estates that are too small to war- 
rant the expense of collection. It is submitted, that all constitu- 
tional questions aside for the moment, the federal government is 
or would be in a better position to collect a scientifically imposed 
inheritance tax than are or could be the several states. I shall 
give my reasons for this statement very briefly. 

Property rights are so far-flung that only the federal govern- 
ment can make an adequate inventory of the property of large 
estates. We have the example of the advantageous handling of 
large properties by federal authorities in the growing tendency to 
turn over to the federal courts the reorganization of large cor- 
porate enterprises. On this point James Byrne, Esq., a thoroughly 
experienced practitioner in matters of this kind, said in a lecture 
before the New York Bar Association: " State courts are in many 
ways not as well suited as the federal courts for the foreclosure 
of a mortgage of a railroad company or the administration of its 
assets, particularly where the railroad is in many states. Federal 
courts have had much greater experience in such litigation; their 
rules and procedure are comparatively settled and are substantially 
the same in all districts and circuits; their relations with one an- 
other are more intimate than those of state courts ; and they accept 
more easily than state courts the position of ancillary courts." 
Every one of those reasons applied to federal courts would be 
equally valid if applied to federal administrators of the inheritance 
taxes. 

But there is more than one way to catch many present evaders, 
just as there are several ways to catch flies. Some evasions un- 
doubtedly arise from the feeling on the part of the inheritors of 
property and the administrators of the estates they inherit, that the 
inheritance taxes are unfair and should be resisted. One of the 
foremost authorities on corporation finance, a prominent lawyer 
who has been special counsel to the Investment Bankers' Associa- 
tion, practically teaches the readers of his book — a treatise studied 
in many of the large universities of this country — how to evade 
the inheritance taxes of those states which tax so-called intangibles, 
by using coupon bonds instead of registered bonds. Parenthetically 
it may be said that the reason for the use of coupon bonds thus 
advocated probably in large measure accounts for the higher price 
frequently commanded by coupon bonds over non-interchangeable 
registered bonds of the same issue. 
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A single body of laws interpreted by a single group of courts — 
the federal courts — can more readily classify property rights and 
determine their relation to bodies of wealth than can a number of 
mutually independent groups of state courts. Many of the prob- 
lems of situs — as those will well understand who have studied thfe 
Association's model plan, presented last year — would disappear if 
theoretical distinctions between wealth and property were given 
weight in attacking the problem of double taxation. 

We have, then, the two purposes to be kept in mind in any pro- 
posed thoroughgoing revision of our inheritance tax laws: first, 
the purpose of assuring collection from every person liable, and 
second, the purpose of relieving property from double, triple and 
even quadruple taxation. The accomplishment of the first purpose 
is assured under our plan by the notorious comparative success of 
the federal government in the collection of all forms of taxes. 
The second purpose would be achieved by a uniform federal law. 

We may now consider some possible objections to the plan. 
(1) "Would the states stand for it?" I am stating this objection 
in the exact language of a colleague, who has had large experience 
in the matter. I realize that it is foolish to dismiss lightly ques- 
tions of political expediency. But I am inclined to believe that 
politics and good policy are growing closer together. At any rate 
the plan must commend itself to intelligent voters first — to the 
members of this association — before it can even hope to meet this 
objection. 

(2) Could the states agree on any set of rates? It is true that 
today, if I recall correctly a study I made some short time ago, no 
two states impose exactly the same rates. All the more reason 
then, I say, for getting uniformity. It ought to cost no more to 
inherit property in California, on the Pacific coast, than in New 
York, on the Atlantic coast; still the rate for certain relationships 
is almost four times as great in California as in New York. 

(3) How would the proceeds of the tax be divided? I am not 
prepared to answer this question precisely. But the fact, that the 
problem of division amongst the states is difficult, does not mean 
that it is insuperable. The federal government itself made a dis- 
tribution of moneys to the states in 1836, and in many states taxes 
are collected by the state and distributed, in part, at any rate, to 
local commimities. That practice, for example, is followed in New 
York in respect to the income tax and the mortgage tax. 

Some of the advantages of federal collection have already been 
given. Others suggest themselves. The hope of getting the 
states to act fairly toward one another must seem vain to those 
who have followed the attempts of some few states at achieving a 
general condition of equitableness by amending their laws with the 
idea that other states would follow their example. These experi- 
ments have generally ended in the replacement on the statute books 
6 
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of the vicious laws, after it has been found that other states were 
not inclined to surrender the principle of what one author calls 
" taxation piracy ". 

Prolonged litigation to determine a decedent's residence would 
probably be avoided, for since the rate of tax would be as heavy 
in one place as in another, subterfuges to establish a fictitious resi- 
dence would not be resorted to. 

Certain parts of the revenue derived from the inheritance taxes 
might be spent in behalf of the several states by the federal gov- 
ernment instead of distributing the shares and permitting the states 
to make their own expenditures. The ultimate advantages would 
be the reduced prices of large scale production or purchasing and 
a proper coordination of services rendered by the several states. 
I have in mind particularly the building of roads — a function now 
appropriated almost entirely by the states but which might be per- 
formed to a certain extent by the federal government as the agent 
of the states. Education, too, might be centralized, just for ex- 
ample as it is being done in West Point today. A national school 
of commerce in New York, a national school of mines in Salt 
Lake City, a national school of railroading in Chicago, and like 
schools might be supported by funds derived from the inheritance 
taxes spent for the states and bring advantage directly to the 
states by the allocation of proportioned numbers of scholarships. 

If the plan here suggested is revolutionary and would require 
great effort to establish, my only answer is that great ends justify 
great efforts. The inheritance tax is an important source of rev- 
enue. It can be made a scientifically justifiable tax. Hobson, in 
his recent book " Taxation in the New State," speaks of the in- 
heritance tax as complementary to the income tax. He asserts that 
certain increments in value escape the income tax and are reached 
through the death duties. It happens that in this country, appre- 
ciation is generally treated as income at some time or other and 
therefore is subject to the income tax. But in spite of this, we 
may look upon the inheritance tax as supplementary to the income 
tax, in the sense that it is in fact paid out of the decedent's income, 
either from that part of it which is saved and becomes a part of 
the capital fund or corpus, or from that part which is now so gen- 
erally subtracted from the annual income to pay premiums on an 
amount of insurance estimated to be large enough to pay the in- 
heritance tax at the death of the insured. In fact, if the pre- 
miums collected by the insurance company are invested in public 
bonds, the process becomes in effect the payment of an annual 
income tax to the state. 

But while the inheritance tax is in effect an income tax, it is 
not generally so regarded and does not, therefore, raise the income 
tax to a place where it discourages productivity or thrift. Being 
so sound inherently, the inheritance tax should be made more 
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nearly perfect by removing the superficial difficulties that arise 
from state jealousies, from mutual disregard, from ignorance and 
from moss-back inertia. I am strongly of the belief that a uni- 
form inheritance tax law, that is, a single federal inheritance tax 
law, administered by the federal government to yield revenues to 
the several states, would obviate many of the difficulties of the 
present confused situation without arousing opposition from those 
who favor restricting the benefits of the inheritance tax to the 
states. 

Chairman Cassidy: Before calling on anyone to discuss what 
is said I should like to tell you a word or so of our experience 
under the inheritance tax law in Ohio. The law went into effect 
Jtme 5, 1919, the direct inheritance tax law. 

Prior to June 5, 1919, we had a collateral inheritance tax act, 
but the enforcement of it was entirely in the hands of local offi- 
cials and was more honored in its breach than observation. There 
was not as much collected under that law as should have been. 

One of the sections of the new law provided that the admin- 
istration should be in charge of the tax commission, and the legis- 
lature, having duly conferred that power, very graciously neglected 
to make any appropriation for a working force — a pure accident, 
it was not done intentionally, it was a mistake — so that we had to 
do the best we could with it. 

During the first year, ending June 5th last, or the end of our 
state fiscal year, June 30th, the amount of revenue derived has not 
been very large, but there is a reason for it. Under our probate 
practice, executors or administrators have a year within which 
to settle the account. Under the collateral inheritance tax law the 
custom had been to postpone the determination of the tax until 
the end of the year after the death. Applying as this new law 
did, to estates where the death took place subsequent to June 5, 
1919, it was not until June of this year that we began to get any 
large returns from the tax levied under it. That explains the 
failure to show any substantial amount collected during the first 
year. 

I should like to get some information on this point. It is one 
of the weak features of the administration of the law — that is, 
how to keep track of and handle the conveyances made in con- 
templation of death. There are a lot of these made in Ohio; they 
are placed on record in our county recorder's office every six 
months, July and January 1st, and the recorder is supposed to 
send to the tax commission a list giving the names of the grantors 
and grantees and other informaton as to each of the conveyances 
filed with him in the preceding six months, where he has reason 
to believe they were made in contemplation of death, under such 
circumstances as would render the property conveyed subject to 
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inheritance tax; but the grantor may not die for a year or six 
months or so, and the whole thing is forgotten. 

Now I would like to know the experience of other states, how 
far they have been successful in catching property of that sort 
and what method was found best to catch it. 

Another point I should like to hear suggestions on, and that is 
with regard to property in a state owned by non-residents. Under 
our act, where a non-resident held stock in an Ohio corporation, 
our practice is this: "A" dies a resident of New York, owning 
stock in, say, the Goodyear Tire and Rubber Company of Akron, 
Ohio. The executor of "A" in New York files with the tax com- 
mission in Ohio an application asking for determination of the 
inheritance tax on that stock. The tax commission has no author- 
ity to fix that tax. It must be done by the probate judge of the 
county in which the Goodyear Tire and Rubber Company has its 
situs in Ohio. We have to send that application on to the probate 
judge to be passed upon by him and he determines and fixes the 
tax. Where you get an active probate judge who will attend to it 
promptly, no time is lost, but sometimes there is considerable 
delay, and the executor in New York does not understand this, 
and he keeps writing in. I should like to know the practice in 
other states, the method they adopt. 

George E. Wallace, of North Dakota: We have a law very 
similar to the one you have described, and our troubles were just 
like your troubles, and we had probate judges similar to your 
probate judges. The legislature, upon recommendation of the tax 
commissioner, changed the law in such a way that, where it dealt 
with property which you have described, the tax will be calculated 
by the tax commissioner, and he will issue a certificate for the 
transfer on the books, and that tax goes directly into the state 
treasury for the use of the general fund. That works very satis- 
factorily. 

It is the custom to hardly let the sun go down on an application 
of that sort in the office of the tax commissioner, but under the 
local authorities we found it took six weeks and sometimes he 
neglected it altogether. We think we have gotten over that diffi- 
culty by putting the power in the hands of the tax commissioner, 
and having him determine the tax and turn it into the state 
treasury. 

But that doesn't answer all of the questions mentioned. For 
instance, property transferred in contemplation of death is one 
of the hardest things to tax under the inheritance tax law. I 
might transfer my property today and perhaps live twenty years. 
I noticed that in the state of Wisconsin some time ago the legis- 
lature passed a law that such transfers back six years were tax- 
able. The Wisconsin Supreme Court has held that that does not 
mean that the transfer is prima facie, one in contemplation of 
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death, but that that transfer is taxable absolutely if made within 
six years before the date of death of the grantor. 

A man living in New York might own a great deal of property 
in the state of Utah, and perhaps he would not be known here at 
all. He might transfer his entire holdings in the state of Utah 
and send the deed to be recorded here, and nobody would find out 
th^t that property was transferred in contemplation of death. I 
would defy anyone in the state of Utah to find out about that 
transaction unless somebody had personal knowledge of it all. 

Of course we can be on the lookout for deeds which are trans- 
ferred at a consideration of one dollar, but even then that re- 
quires somebody to go on a still hunt and find out the exact facts 
which were present at the time those transfers were made. 

We have in the state of North Dakota tax supervisors in dif- 
ferent parts of the state. We haven't enough of them. We have, 
however, one in each judicial district, which allows us six for the 
entire state. It is the duty of the tax supervisor, in conjunction 
with the local officer who has charge of the recording of these 
instruments, to report to the tax commissioner all such transfers 
that may be made in contemplation of death, and upon such pre- 
liminary report further investigation is ordered. . 

We find that the local recording officers often forget or neglect 
to report to the tax commissioner that transfers have been filed 
in his office in contemplation of death, and in some cases where 
investigation has been made, it has been found that the local 
officials knew all about the circumstances surrounding the transfer 
of property, and even then did not report it. 

I am glad that you have called for remarks on this subject. 
It is one which has been bothering the tax administration of 
North Dakota for a long time, and I make these few remarks 
simply to start the matter off, to hear what some of the rest of 
you have to say, because it is a subject I am very much interested 
in, as being one of the hardest in enforcing the inheritance tax law. 

Robert A. Waring, of California: It seems to me that the 
inheritance tax law is a very broad field, and the discussion is apt 
to get far away from the main paper. Do we not have a round 
table to cover the inheritance tax? 

Chaii^man Cassidy : We do have a round table this evening. 

Mr. Waring: I want to say, regarding the paper itself which 
has been read, speaking to the point developed there, it seems to 
me that there is one very vital point that ought to be discussed, 
and that is the question of apportioning this money. Assuming 
that the federal government is to collect it, how is the money to 
be apportioned among the several states? It seems to me there is 
the nub of the matter, the very point that would cause trouble. 
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Some of the states would insist that the apportionment should be 
made on the basis of the residence of the decedent involved, and 
other states wotdd be equally insistent that that is not a proper 
basis for distribution, but rather that the tax should be distributed 
in accordance with the location of the tangible assets involved in 
the estate. 

We might have the question even further complicated where a 
decedent resides in one state and has his property located in an- 
other state, or where practically all the assets of a corporation 
in which he holds stock are located in still another state. I think 
that problem would have to be solved before you could intelli- 
gently make distribution tmder this proposed scheme. 

There is no question about it, that some way should be found to 
prevent not only duplication but triplication and even quadruplica- 
tion of taxation, imder the present scheme, where the federal 
government levies a tax and where the different states, with con- 
siderable rivalry in regard to rates, levy a tax upon the same 
estate. It is very desirable that some method be found whereby 
there shall be some uniformity. The real difficulty is to get the 
states together to agree upon some basis, but I believe that the 
states will have to be gotten together and that they will have to 
agree. The federal government could not impose such a law 
without the states agreeing to it, and the states will have to be 
educated, and will have to give thought to their prejudices, and 
will have to meet on some common ground and agree, everything 
taken into consideration, that a fair basis of distribution would be 
the residence, or the location of the tangible assets, and they will 
have to find some way to cover this question of a corporation in 
one state with assets in another. 

Joseph S. Matthews, of New Hampshire: Just a word in 
regard to the situation which is aimed at by the paper which has 
just been read, of Professor Gerstenberg. The condition of affairs 
which he seeks to propose a remedy for is well known. There is 
much complaint because of the duplicate taxation, and not only 
that but because of the difficulty of administration, arising from 
the present situation, with the varying laws in the several states. 

It seems to me that some such proposition as Professor Gersten- 
berg proposes would have to be adopted, but I fancy the states 
should be very slow to give up the right to determine how much 
tax they shall raise by legacy taxes, how much the rates will be, 
or whether they should tax property of non-residents. If we refer 
to the history of legacy taxes in this country, I think you will find 
that at the beginning, almost every state confined itself, as to 
personal property, to residents of the state. Personal property 
was taxed in the state of domicile, and there only. As time has 
gone on, the taxation of property of non-residents has been tacked 



INHERITANCE TAX UNIFORMITY 87 

on to the original tax at domicile. The original tax was a legiti- 
mate legacy tax. It was an attempt by the state to tax the prop- 
erty transferred under the provisions of its own laws. 

It is generally conceded, I think, by nearly all of the states, 
that the power to determine how the property shall pass, or who 
shall receive it, is to be exercised by the state of domicile only^ 
and it was that right which in the first instance was undertaken to 
be taxed. 

The tax levied upon property within a state's jurisdiction, but 
transferred under the laws of a foreign state, is in a sense, not a 
legacy tax at all. It is simply a transfer tax because the property 
is there, and because it is necessary for the executor to secure 
possession of it in order to distribute it in his own state, under 
the laws of the state of domicile. It is in the nature of a rider, 
tacked on to what was originally understood to be the legacy and 
succession tax. 

Originally the tax on the transfer of property of non-residents 
was confined to the tax upon the transfers of shares of stock of 
the state or deposits in banks and other similar property. That, I 
understand, has been extended by some of the states to include 
other situations, perhaps too numerous to undertake to mention. 

Now I say that I think the states will hesitate a long time before 
they give up any of the powers which they now possess in regard 
to the distribution of the tax, and the amount which they should 
levy. But one thought has occurred to me, a proposition which 
might be advanced, and which may help somewhat in the solution 
of the situation which exists. 

If we consider the nature of the two taxes; that the tax in the 
state of domicile is an originally legitimate legacy and succession 
tax, and that the tax levied in other states is not a legacy tax in 
the true sense, but is a simple transfer tax, it seems to me that the 
two might be separated; that the tax levied by the state of domi- 
cile might remain as it is, a tax graded and progressive, the rates 
varying with the relationship of the parties, and with all those 
provisions that enter into tax laws of that sort, while the tax 
levied in the other states on property within that jurisdiction might 
be reduced to a flat rate, might be separated entirely, so far as 
computation is concerned, from the intricacy under the present 
system. As taxes of that sort are now levied they relate to the 
law of the state of domicile. In some states they are apportioned. 
It is necessary to obtain full information in regard to the pro- 
visions of the will, the amount of the estate, disbursements, rela- 
tionship of the parties, and all those conditions which enter into 
the matter. 

The fact that it is so complicated is one of the principal objec- 
tions to it, almost as much so as the fact that it results in many 
cases in double taxation. It seems to me that those states that are 
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not willing to limit their tax to a tax upon their own residents 
might see their way clear to the adoption of some such rule so 
that there could be eliminated at least the complications and ex- 
pense and delay now necessary in order to arrive at the amount 
of tax that should probably be assessed. By so reducing it to a 
flat rate, the only information to be procured in the states other 
than domicile, would be the value of the property, to which the 
flat rate would be applied, and the administration would be very 
greatly simplified. 

Arthur F. Potter, of Connecticut: Could I ask you, Mr. 
Cassidy, one question. You stated, I think, that a person dying in 
New York, the executor in New York was required to file a 
petition or application with your commission to have the tax de- 
termined. What machinery have you in Ohio to force that appli- 
cation to be filed ? 

Chairman Cassidy: The stock would not be transferred on 
the books of the Ohio corporation without consent of the tax com- 
mission. We can hold the corporation for the tax if it makes the 
transfer without such consent. 

Charles J. Tobin, of New York: About the suggestion con- 
tained in the paper as to the expenditure of the money to be re- 
ceived by inheritance tax. I think the suggestion is wrong, to 
say that the government itself should have charge of the expendi- 
ture of the funds, and that it might be devoted to roads and edu- 
cation. It is my thought that the trouble with our inheritance tax 
laws is that we want better administration, that the money should 
go back to the state and be spent by the state. I think it is a bit 
far-fetched to suggest that the federal government should take 
over these funds and spend them for particular purposes. 

I believe, coming from New York, that we are prepared to 
register a protest against any suggestion of that kind. 

Chairman Cassidy: The next is the report of the Committee 
of the National Tax Association. 

William B. Belknap, of Kentucky: I told Mr. Holcomb 
that I did not have any real report ready. This committee has 
existed on paper for about five months. I have gone around and 
as far as possible talked to the members I could meet. I have 
seen most of them now, but by one's or two's, and the amount of 
work we have gotten done is very small. 

Mr. Holcomb asked me to make a report of the progress, and 
that is all that this is. All that I can do is to call your attention 
to the thing. As a matter of fact, the remarks already made have 
called attention to the fact that there is a little trouble. I am re- 
minded of what happened down on my farm a year or so ago. 
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The white man who works there was down in the cellar fixing the 
floor. A darkey boy, who was noted for his good manners, came 
down. He also lisped a little and stuttered. He stood around on 
one foot and then another, and finally said : " Scuse me mister, 
but if you got a minute to spare, Mr. Belknap's room is on fire." 
Mr. Rogers was a pretty careful old westerner, and his explana- 
tion of it does not bear repeating with the ladies around. He said 
'most anybody had time to spare when a room was on fire. Evi- 
dently something is on fire here in this inheritance tax. 



PROGRESS REPORT OF THE INHERITANCE TAX 

COMMITTEE 

INTRODUCTION 

A committee of the National Tax Association was formed in 
May, 1920, to further study the Inheritance Tax situation in this 
country. The committee organized as follows: William B. Belk- 
nap, Chairman, 61 Kenyon Building, Louisville, Kentucky; Jno. 
S. Chambers, State Comptroller of California; J. E. Brindley, 
Iowa State College; Jos. S. Matthews, Assistant Attorney General 
of New Hampshire; Thos. W. Sims, Alabama Tax Commission; 
Charles W. Cramer, Assistant Tax Commissioner of Connecticut; 
A. J. Maxwell, North Carolina Tax Commission; Lessing Rosen- 
thal, Attorney, Chicago; W. C. Keirstead, University of New 
Brunswick, Canada; T. R. Powell, Columbia University, New 
York City, and John Harrington, Inheritance Tax Counsel of 
Wisconsin. The Chairman visited New York, Chicago, Boston, 
Hartford and Madison, Wisconsin, in order to get in touch with 
as many of the committee as possible. It was agreed that about 
the only thing that could be done by convention time was to draw 
up a list of the pressing problems of Inheritance Taxation. We 
all realized that a complete program could not be drawn up nor 
could any model laws be recommended at this time. It was hoped 
that a few tentative suggestions could be added as a guide to fur- 
ther work. 

PROBLEMS OF INHERITANCE TAXATION 

The committee agreed on the following statement of problems: 

Substantive Problems 

1. Multiple taxation of the same estate by various states. This 
is apt to occur in whatever states have 

a. Taxation of transfer of securities where these securities are 
owned by a non-resident but represent an interest in a corporation 
incorporated in the state. 

b. Taxation of transfer of securities of foreign corporations 
owned by non-residents but where the corporations have property 
within the state. 
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c. Taxation of transfers of securities of foreign corporations 
owned by non-residents, the corporation having no property within 
the state but having its transfer office within the state. 

d. Taxation of transfers where the corporations are incor- 
porated in more than one state. 

e. Taxation of the transfer of intangibles where these intan- 
gibles are kept within the state ( for instance, in a safety vault) . 

/. Duplication of domicile. 

Note: From this formidable array of the different possibilities 
of multiple taxation, it is easy to see that this is leading us toward 
a chaotic condition. For example, if the Wisconsin idea were 
carried out by all the states, it would be impossible for a holder of 
five shares of Western Union stock, or even one share, to have it 
transferred without releases from forty-eight different states, as 
well as the National Government. If the New Jersey idea were 
carried out by all states, every state where the estate owns any 
securities will have to be given full details of the estate value, 
and the costs of administering an estate will jump out of all reason. 

g. The duplication of domicile, has come up in a number of 
cases but has only been applied, so far as known, in a roundabout 
way, as in the Hettie Green estate. The lawyers say, however, 
that there would be no recourse in case more than one state de- 
cided that the decedent was a resident of that state. 

2. Conflict of state and federal inheritance taxation. 

3. How often should an estate pay an inheritance tax? (Is the 
five year limit of the federal government the proper one to be 
accepted by the various states?) 

4. Is uniformity of state laws desirable, and if desirable, how 
may it be secured? 

5. a. What is the maximum rate that should be charged against 
an estate by all of the inheritance taxes combined, when the estate 
is left to near relatives? 

b. What is the minimum rate that is worth while charging if 
any tax is to be collected at all ? 

Note: Under the present system, no attention is being paid to 
the questions of evasion, killing of incentive to earn, to save, etc. 
It is impossible to tell under our systems of multiple taxation what 
the maximum tax will be, and therefore no state can levy the tax 
scientifically at the high end of the scale. On the other hand, it 
is undoubtedly true that a great many taxes are being collected 
where collection costs more than the tax paid. There is a ques- 
tion whether two or three per cent should not be the minimum tax 
rate, after allowing a large exemption. This would eliminate the 
costly collection of very low taxes. 

6. The advisability of using the inheritance tax, which i& a 
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capital tax, for capital expenditures only. For example, the fed- 
eral tax for retiring the War Bonds. 

7. What difference should be made between peace time and war 
time inheritance taxes? 

Have we yet reached the point where the war inheritance tax 
should give way to the peace inheritance tax? 

Administrative Problems 

8. Can the costs of collection of the inheritance tax be reduced 
without reducing the amount yielded by the tax? 

Note: This, of course, is closely connected with Problem 5 and 
also with Problem 1. There is some evidence that the cost to the 
corporations of transfers of securities is already very heavy. We 
shall soon be hearing from them. 

9. a. Is closer cooperation between the federal officials and the 
state officials possible and desirable? 

b. Is uniformity of administration by state and federal officials 
desirable and possible? 

Note: An example of present conditions is the case of one 
Chicago estate where the state inheritance tax was determined 
and disposed of two years ago. The federal authorities have just 
turned their attention for the first time to this estate and now 
place a 40 per cent higher valuation on the principal stock held by 
the estate than was placed by the Illinois officials, who in turn 
placed it higher than the book value. This difference in valua- 
tion, if maintained, would make a difference of nearly $100,000 
in the tax to be paid. 

10. What time limit should be set for state and federal govern- 
ments to accept settlement as final ? 

FOR STATE INHERITANCE TAXES 

The majority of the committee believed that the National Tax 
Association should reaffirm its position that Inheritance Taxation 
should be left to the states. 

SUGGESTIONS 

Mr. Matthews of New Hampshire had a suggestion for sim- 
plification, namely, that the states now taxing non-resident intan- 
gibles should consider their tax as a transfer tax, calculate what 
flat rate would be necessary to bring in the present revenue and 
levy that flat rate against the transfer of securities of non- 
resident decedents. If the states would do this and if the federal 
government would abolish its tax, the payment of the tax would 
be so simplified as to enable prompt settlements of estates. It 
would also permit some calculation to be made in advance as to 
what the tax on a given estate would be. 
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CONCLUSION 

The committee has collected considerable data about the cost of 
levying the inheritance tax which it believes will be of value in 
determining what tax is the most economical to collect. 

It is hoped that the committee can do further work on Mr. 
Matthews' suggestion and, if it is feasible to do so, draw up a 
model law embracing this suggestion as well as a combination of 
the best features in the present laws of the various states. 

It is hoped that we can present this at the convention next year. 

This report of progress is respectfully submitted. 

For the Committee, 

Wm. B. Belknap, 

Chairman. 

Chairman Cassidy: This is a real live subject; let us have 
some discussion of it. Someone wanted to hear from Mr. Hicks 
of Illinois. Is he here? 

H. S. Hicks, of Illinois : I feel that we have sat here so long, 
we are all more or less tired out, that it might be an unfortunate 
time to go into the thing to any great extent. 

As a member of the Illinois legislature, I have been interested 
in the subject of taxation, and particularly of late I have paid 
some attention to inheritance taxes. Illinois, as you ail know,' 
ranks among the forty-eight states, first in agriculture, second in 
manufacturing, third in population and 48th in a scheme of taxa- 
tion. Among all the states in the Union that have any inheritance 
tax at all, we are the lowest. A boy inheriting a million dollars 
from his father in Illinois would pay our state treasury $16,000. 
In New York he would pay $28,850; in California he would pay 
$99,000. 

While New York is collecting eighteen or twenty million dol- 
lars out of inheritance taxes, I am ashamed to say Illinois is col- 
lecting about two million. A gentleman died recently in Illinois 
who left an estate of $165,000,000. He had made the money in 
selling calico and other dry goods to the citizens of Illinois, and 
his estate when he died was left in trust, tied up for a period of 
some years, until two boys in knee pants are fifty years of age, 
and his property today is worth probably twice what it was. 

Now, this thought has occurred to me — $165,000,000 to be 
divided between two boys. You know when I stop to speak about 
a million dollars, I am reminded of that story of the two tramps 
who were playing draw poker in a box car and were using corn 
for chips. The hands were dumped and one tramp threw in a few- 
kernels of corn and said, " I bet you $100." The other tramp 
looked in, threw in some corn, and said, '' I will raise you $1000.'' 
The first tramp looked at the hand of the other tramp and said, 
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" I will see your thousand and bet you a million." The other 
tramp threw his cards into the pot and said, " Take it, you edu- 
cated son-of-a-gun. I don't know how much that is." 

I simply have had this thought in my mind, as a member of the 
Illinois legislature, that I would be perfectly willing if the Illinois 
legislature should pass an act saying that I, H. S. Hicks, should 
not receive any inheritance in excess of $5,000,000. If it is good 
for me I assume that sort of a law would be good for the two 
boys in knee pants I spoke of a few moments ago, who are to 
receive $165,000,000. If that were the law, would they have been 
deprived of anything? Would they have been deprived of a 
single thing which money can buy? Yes, just one, and that is 
power, which goes with a large inheritance. 

I am very much interested in seeing Illinois take a forward step 
in the levy of a progressive inheritance tax. I should like to see 
the state of Illinois produce from inheritance taxes twenty or 
twenty-five millions of dollars, as New York state is doing, but in 
doing that it seems to me that we should provide a place for the 
money. 

If I were a rich man and about to die and go to heaven, I think 
I might seriously object if I thought that the law provided that a 
large part of my estate should be turned over to the pot-house 
politicians of the state to squander. I should rest easier in my 
grave if I thought there was some useful purpose to divert that 
large fimd to. 

That was the thought in Andrew Carnegie's mind, and he did 
it in a beautiful way all over this country; it was the thought in 
Leland Stanford's mind; it has been the thought in hundreds of 
millionaire's minds who have died. 

It costs us $60,000,000 a year to maintain the public school 
system of the state of Illinois. In some of our conmiunities, when 
we levy the maximum tax we are not able to raise enough money 
to maintain the school nine months in the year. If I had my way 
I should increase our inheritance tax; I should hold that money in 
a non-divertable fund, back of the public school system of the 
state of Illinois. I should loan it to the municipalities throughout 
the state for public improvements, and I should use that interest 
as the fund accumulated, as a distributable fund for the cause of 
education. 

In my opinion the only thing that makes Illinois a better place 
to live than Mexico — and it is a better place to live in — is the fact 
that the general level of public intelligence is far above that of 
Mexico. A highly educated man here and there does not make 
up a community; and therefore I say that the greatest thing that 
we can do is to foster education and support it with more money; 
and if I had my way that money would come out of the larger 
estates. 



94 NATIONAL TAX ASSOCIATION 

Herman Moekle, of Michigan: If brother Hicks would come 
over to Michigan and look over our inheritance tax law, he would 
find it going to the primary school fund, and not distributed by 
ward politicians. It is distributable by the census of pupils in 
each district. 

J. Vaughn Gary, of Virginia: I have been told so many 
times since I left Richmond to attend this convention that the tax 
system of Virginia is inadequate and inefficient, that it gives me 
great pleasure to see that we are in that particular at least in 
keeping with the modern thought. Every penny of our taxes col- 
lected on inheritances is appropriated to the primary and grammar 
grade schools. 

Mr. Hicks: I am afraid I have given Illinois a bad reputation. 
It was not my intention to do so, and I wish now to publicly re- 
turn thanks to Governor Davis of Idaho for having acknowledged 
in his speech this morning that they have followed the lead of 
Illinois, in adopting the administrative code, and I am sure that 
the efficiency which they will create under that system in a few 
years will lead all the other states of this Union to follow that 
example. 

Chairman Cassidy: Illinois got the thought from Ohio. Has 
anybody else a word? There isn't any further discussion of the 
papers. 

[Adjournment of Session.] 



FOURTH SESSION 



Tuesday Evening, September 7, 1920 

Chairman Haugen: We will be in order. The secretary has 
an announcement to make. 

Secretary Holcomb: The suggestion has been made that the 
names of the gentlemen who are on the Resolutions Committee 
should be read. They are as follows : 

committee on resolutions 



J. B. Jones 


Alabama 


C. E. Hall 


Nebraska 


George Vanghan 


Arkansas 


J. S. Matthews 


New Hampshire 


J. L. Atteridge 


California 


John Howe 


New Jersey 


F. A. Perkins 


Colorado 


John Joems 


New Mexico 


♦W. H. Blodgett 


Connecticut 


*C.J.Tobin, Chairman New York 


J. E. Walker 


Dist. Col. 


A. J. Maxwell 


North Carolina 


D. E. Metzger 


Hawaii 


G. E. Wallace 


North Dakota 


J. D. Robertson 


Idaho 


J. R. Cassidy 


Ohio ' 


Douglas Sutherland 


Illinois 


0. A. Smith 


Oklahoma 


*Philip Zoercher 


Indiana 


F. K. Lovell 


Oregon 


W. C. Ramsay 


Iowa 


C. A. Snyder 


Pennsylvania 


J. T. Kincaid 


Kansas 


Jos6 E. Benedicto 


Porto Rico 


W. B. Belknap 


Kentucky 


W. W. Burnham 


Rhode Island 


H. P. Snced 


Louisiana 


W. G. Query 


South Carolina 


C. S. Stetson 


Maine 


H. L. Eveland 


South Dakota 


Oscar Leser 


Maryland 


J. C. Thompson 


Texas 


♦C. J. Bullock 


Massachusetts 


*J. T. Hammond 


Utah 


B. F. Burtless 


Michigan 


M. G. Morse 


Vermont 


J. A. Scott 


Minnesota 


*J. V. Gary, Secretary 


Virginia 


♦Frank Roberson 


Mississippi 


*F. E. Elmendorf 


Washington 


L. Wollbrinck 


Missouri 


J. H. Leenhouts 


Wisconsin 


John Exlgerton 


Montana 







"* Denotes members of sub-committees. 

The result of registration may be interesting; there are forty- 
one states now represented out of the forty-eight; the District of 
Columbia is represented and Hawaii and Porto Rico. I . think 
that is the largest representation we have ever had. 

Chairman Haugen: This is a round table session and it is 
highly desirable that as many as desire to say something, have an 
opportunity to do so on the subjects that we have discussed so far. 

We will take up the matter of inheritance taxation first. Is there 
anyone who desires to be heard. 

(95) 
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Mr. Belknap, of Kentucky: I hope that somebody will give 
us a little more information about the taxation of gifts in contem- 
plation of death. That is a subject I have been able to find out 
very little about in connection with the inheritance tax, that is, 
with the actual working of it. Of course you can easily find out 
what the law is, but there is a whole lot of difference between what 
the law is and the way the thing works out in reality. The com- 
mittee would greatly appreciate any experience that you have had 
along those lines. 

Chairman Haugen : I will make one statement to Mr. Belknap 
on that subject, as far as Wisconsin is concerned. It was stated 
this afternoon what the law is in Wisconsin. The Supreme Court 
in one case construed the law to mean that it must be some mate- 
rial part of the estate; that a small gift, such as might be made 
naturally by a man of means to his children, would not necessarily 
be held to be in contemplation of death, although made within the 
six-year period; that it must be some material portion of the 
estate. I forget just exactly what the amount was in that case — a, 
gift of some five or ten thousand dollars to children for Christmas, 
which the man had been accustomed to doing for years before the 
l^w took effect, and which he made the year before he died. The 
court held in the case, the man being worth several hundred thou- 
sand dollars, that that was such an immaterial part of the estate 
that they would not hold that it was made in contemplation of 
death. With that modification I think the statement made this 
afternoon was correct. That is a recent decision. 

J. L. Atteridge, of California: California reaches and taxes 
transfers in contemplation of death through the effectiveness of its 
inheritance tax department, which is a highly organized group of 
trained men, acting under supervision. In each of the fifty-eight 
counties of California we have an Inheritance Tax Appraiser, ap- 
pointed by the State Comptroller, and also appointed by the pro- 
bate judges, to act in all matters that affect their respective 
counties. 

The procedure is economical and efficient and results in getting 
action by trained experts in every case. We have three district 
offices, one located in the city of Sacramento, one in Los Angeles, 
and one in San Francisco. In each of these offices there is an 
Assistant Inheritance Tax Attorney, and other assistants, who 
supervise the work of the appraisers acting in the counties em- 
braced within the district. We also have a searcher in each of 
the districts, whose duty it becomes, at stated periods, to visit the 
county recorder's office (in other states it is called the register of 
deeds) for the purpose of investigating transfers. This searcher 
examines all transfers, notes whether there has been any consid- 
eration, and if there exists a similarity of names between the 
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grantor and the grantee or other circumstances indicating that the 
transfer is donative in effect, reports the matter to the department 
for further investigation. 

Each of the Inheritance Tax Appraisers, upon the occasion of 
death, holds an inheritance tax hearing, in which he puts the 
parties under oath, and conducts a searching examination. He 
examines very carefully into the question of transfers. You 
gentlemen have probably noticed in your experience that while 
there are a great many attempts to evade the inheritance tax, and 
a great many gifts in contemplation of death, it is very seldom 
that there is not a small item of property that does not go through 
the probate court. It may be a bank account; it may be a small 
lot. These are sufficient to give our appraiser jurisdiction. He 
acts as a referee of the probate court, and in that capacity can 
issue processes, administer oaths, and make findings of fact. 

Once a year we hold a conference between the appraisers, 
similar to the present meeting, and all questions of law and policy 
as well as methods of detecting attempts to evade the inheritance 
tax are brought up and explained. We have had on several 
occasions the necessity of trying these cases in court with ex- 
cellent success. To prove contemplation of death is very largely 
to prove the intent of a man's mind. H he has any other motive 
than death, the transfer is not taxable; hence, the establishment 
of that motive is always essential, and, in many cases, of the 
utmost difficulty. 

Some of the things that go to show the motive are extreme 
age, an incurable disease, like a cancer, the departure on a 
hazardous undertaking, the universal transfer of property; and 
other very significant testimony would be the making of a man's 
will, because if a man makes a will today and a transfer tomorrow, 
lie is almost certain to be in the same frame of mind when he 
makes the deed as he is when he makes the will. It is very sel- 
dom that some one of those conditions I have mentioned does not 
concur with some of the others to prove intent in this class 
of transfers. 

Now, since the state must prove contemplation of death through 
interested parties, and since the burden is upon the state to estab- 
lish that motive, it is logical that this burden of proof should be 
considered this way by the court: The moment that the state has 
established a prima facie case, the burden should be shifted to 
those claiming that the transfer is not taxable, to show that the 
motive that impelled it was not death; that it might be, for in- 
stance, in the nature of a. marriage portion, or some other moving 
cause imconnected with the idea of death. 

Our organization investigates, besides contemplation of death, 
many other matters, for instance, valuations. Each of the reports 
of the Inheritance Tax Appraiser is sent to our central office 
7 
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where we maintain an elaborate card index and sectional cards^ 
showing all the land of the state of California. The moment aa 
appraisement is made, all the data, the improvements upon the land,, 
the value of the land, are endorsed upon it. The parties are bene- 
fited by the economy and speed of our procedure. It differs from 
the federal government in this way: that you are entitled to an 
immediate hearing before the Inheritance Tax Appraiser, wherein 
the estate is put to no costs, for the state pays the compensation 
of the appraisers. The parties come' in and present their claims 
in reference to value, as well as their legal claims, and get a full 
and adequate -hearing. If they are then in doubt, they can file 
objections to the report of the Inheritance Tax Appraiser, and the 
matter is considered by the superior court, which gives them a trial 
de novo without delay. 

These men who have been acting as Inheritance Tax Appraisers 
have been selected for their knowledge of values, and from year 
to year, they become further versed in the law. The bar and the 
bench of California have invariably found them very fair, and 
their work challenges comparison with that of the federal men. 

I should like to have the privilege of reading one letter, 
selected from many, comparing the work of the state Appraiser 
with the federal Appraiser, because today a very radical change 
in inheritance tax legislation was proposed. It was proposed ta 
take away from the state the collection of inheritance taxes and 
vest this function exclusively in the federal government. If any 
of you gentlemen have had any experience in making a return 
to the federal government, you will have noted this; that almost 
invariably the return filed by the executor has been raised front 
10 to as high as 105 per cent. If you wanted relief, you could 
not get it from the appraiser who made the appraisement, because 
his name was kept secret, and the first place you had to go was 
to the deputy collector of internal revenue, whose office was 
distant from where the probate was pending. There you were 
not confronted by any of the witnesses upon whose judgment the 
appraiser had based his valuations, and you had difficulty putting 
on your case because nobody cared to hear it. If you had to sue 
to recover the tax, you were forced to the expensive proceeding 
of trying your case in the United States District Court, and 
possibly have had to carry it further. Few estates can afford 
such expensive justice, and many are compelled to submit to ex- 
cessive appraisements made by non-resident appraisers. 

I have one letter that is very brief, that explains the difficulties 
of lawyers in presenting these matters to the Internal Revenue 
Department. (Reading) : . 

" I have read with interest the extracts from the communication 
of the State Controller to the National Tax Association therein 
contained, particularly those parts thereof suggesting (1) that the 
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federal tax be either limited to very large estates or reduced to a 
minimum on all other estates, and (2) that the state tax might 
properly be limited to inheritances of property situate within the 
territorial limits of the states. 

" The advisability of such very vital changes in substantive law 
may well give rise to a difference of opinion, but I feel confident 
that among practicing Attorneys in California there is no differ- 
ence of opinion as to the advisability of radically changing the 
administration of the levy and collection of the federal estate tax, 
whether on estates large or small. 

" Very briefly, the method followed by the federal government 
at present is substantially as follows : 

"A detailed (not to say involved) inventory and appraisement 
is made by the executor or administrator, and the tax based on 
such appraisement is paid. Some year or two afterwards (when in 
all probability the estate has been closed and distributed) an ap- 
praisement is made by federal deputies, which appraisement en- 
tirely disregards the appraisement of the executor or administrator, 
and likewise entirely disregards the appraisement made by any 
state official for inheritance tax purposes. The tax is then com- 
puted and payment of the difference, if any, exacted. 

" The proceedings of the federal deputies are conducted with 
the greatest secrecy, and in my individual experience, information 
as to the persons making the appraisement has been refused. 

" Required changes in the federal practice certainly include the 
following : 

" (1) There should be an appraisement by the federal oflfi- 
cials before the return is filed and the tax paid. As noted, 
federal deputies repeatedly state that in arriving at values 
they disregard the executor's figures. The only possible value 
of having an appraisement by the executor and a payment im- 
mediately thereafter is to have the fimds earlier available for 
the federal government. This result could be attained by 
having an initial appraisement made by federal officials. I 
cannot see why a large staff would have to be maintained in 
order to accomplish this. In fact at present a very large 
staff is maintained by the government. It would seem also 
that some method could be devised for the acceptance by the 
federal government of appraisements of state inheritance tax 
appraisers in those jurisdictions where such appraisements 
are made. 

" (2) The secrecy in the matter of the appraisement by 
federal officials (whenever made) should be eliminated. 
" To concretely illustrate my meaning, I cite the following : 
I recently had charge of the probate of an estate in which one 
piece of property was appraised by the state Inheritance Tax 
Appraisers at $90,000. Immediately after the, death of the 
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decedent the property was offered for sale at $110,000. Every 
real estate agent in San Francisco of any requtation knew that 
the property was being offered for sale. No bid was obtained 
at this figure for over two years, which was substantially the 
period of the duration of the war. More than two years after 
the decedent's death, and long after the estate tax had been 
paid, the federal appraisement was made and the property 
valued at $145,000.. The deputy in charge refused to give the 
names of the persons who had made the appraisement. After 
much argument the federal appraisement was reduced to 
130,000. Thereafter the property was sold for $105,000. 

" This is but one illustration. There would seem to be no 
reason why the federal government should not fix its value on 
property in the manner customary in orderly administrative or 
judicial proceedings, by disclosing its witnesses and giving an 
opportimity for their examination. 

" (3) There should be machinery for the determination of 
the amount of the federal tax within a reasonable time. At 
present most estates of any size administered with reasonable 
dispatch are closed and the properties distributed before it can 
be known what the federal tax is. 

" I feel that it is the consensus of opinion of attorneys in Cali- 
fornia that the method of the state of California in imposing and 
collecting inheritance taxes is conspicuous for simplicity, fairness 
and dispatch, and that the present federal system is conspicuous for 
its lack of simplicity, its lack of fairness and its protracted delays. 
This is said without any reference to the substantive provisions of 
either law, but refers merely to their respective administrative 
features." 

Mr. Galvani, of Oregon : I should like to ask the gentleman 
from California a question. How much does it take to maintain 
that wonderful organization; how much does it cost to maintain 
that organization in the state of California? 

Mr. Atteridge, of California: It costs four pef cent of the 
total collections. It has resulted, however, in California the ninth 
state in population and the sixth in assessed value, being the third 
state in the amount of revenue derived from the inheritance tax. 

Mr. Galvani : You are certain that it is four per cent, are you ? 

Mr. Atteridge : I am ; I have the report. 

H. S. Hicks, of Illinois: There was a sentence in Professor 
Gerstenberg's paper this morning that attracted my attention. We 
start with the premise that the inheritance tax is for revenue only, 
and not for the purpose of leveling . fortunes : I presume that is 
true. I presume that the average legislature, when it enacts an 
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inheritance tax law, enacts it with the view of raising revenue; 
but it seems to me that there is another angle to the proposition, 
along the line of leveling fortunes — not that I believe that for- 
tunes should be leveled in that way — still it presents a phase which 
I think is worthy of consideration. 

Now, to make myself clear, I want to say that up in Madison, 
Wisconsin, we have a great state university, with a great faculty. 
One man on that faculty is Professor King. He has written a 
book, and you are probably familiar with it, " Wealth of the United 
States." I read his book and took an interest in the conclusions 
which he drew, so I thought I would try a little experiment in 
my own county. 

We have 70,000 population, an agricultural county; with a 
manufacturing city of some 50,000 people; we are typical of the 
average county throughout the middle west. I went up to our 
county court probate records and ran the records for a period of 
five years. I took every estate that had been probated in the 
county during the five years. I divided the estates into three 
classes. The first class was under $10,000; the second class be- 
tween $10,000 and $40,000; the third class over $40,000. Then I 
took the total number of adults that had died in the county dur- 
ing the five-year period. The result which I got from this in- 
vestigation was to me quite startling, and I am going to read 
you the figures. 

There were in this five-year period 3,308 adults that died in the 
county. Of the 3,308 adults who died during that five years, 
75 per cent left absolutely nothing, that is, they left no property 
which was sufficient to probate an estate. In the second class, 
those under $10,000, 21 per cent of the population fell, in the 
third class, those between $10,000 and $40,000, 5.8 per cent fell, 
and in the fourth class, those over $40,000, 1.3 per cent fell. But 
the surprising thing of the whole computation to me was that the 
1.3 per cent owned 63.6 per cent of the total wealth that passed 
through the court. 

In this connection, and just a moment to close, I wish to lead 
you to this thought. Some 140 years ago a very wise man named 
Oliver Goldsmith wrote a poem, with which I am sure you are 
all familiar. I learned it as a boy in a district school in Illinois, 
and two lines have stuck in my memory all these years, they are : 

" 111 fares the land to hastening ills a prey, 
Where wealth accumulates and men decay." 

Mexico and Russia present today the two highest examples of 
concentrated wealth in this world. 

Chairman Haugen: Some fifteen years ago I heard Andrew 
Carnegie address an Association at a meeting in New York, when 
the subject of taxation was up for consideration. He was a very 
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strong opponent of the income tax, but he advocated a heavy in- 
heritance tax, and his argument against the income tax was, that 
you shouldn't bother the bee while he was gathering honey; but 
he said, " You can impose a very heavy tax on large estates, up 
to 50 per cent if you please, because a large part of the estates of 
very wealthy men grew out of the increase in the value of the 
property — ^the unearned increment — rather than through the ef- 
forts of the man himself. I speak of that because I remember dis- 
tinctly the position he took at the time. The matter is open for 
further discussion. 

John R. Cassidy, of Ohio: I should like to ask the members 
here what they would think of a change; instead of using the 
language, " In contemplation of death," fix a time limit prior to 
death in which all conveyances or grants from parent to child 
or from decedent to others, will be presumed to be subject to 
the inheritance tax. 

Robert A. Waring, of California: I should like to speak on 
the subject. Until very recently I was Inheritance Tax Attorney 
in California, and I have had some eleven years experience. This 
question of contemplation of death is one that I have had a lot of 
experience with, and early in my connection with the department 
i tried to find a way to meet the evasions of that provision of the 
law which taxed transfers in contemplation of death. The sug- 
gestion was that we arbitrarily provide that if a transfer was 
made within one, or two or three years, it should be deemed to 
be in contemplation of death. That is a very undesirable feature, 
because it may very easily happen that a man may make a transfer 
that is in no sense in contemplation of death. He may be killed 
in an automobile accident; he may be forty years of age and run 
up against some unexpected accident. 

Such a provision is arbitrary, is not based upon any reason. 
It seems to me that a prima facie presumption might be all right, 
which is subject to disproof, but surely if a man is forty years 
old and transfers property, and is killed the next day, the transfer 
is not in contemplation of death. 

If any rule is going to be adopted on " contemplation of death," 
that varies from it as it now existsi as a phrase subject to inter- 
pretation by the court, you should go the whole way and tax 
any gift made without valuable and adequate consideration, if 
it can be done constitutionally. Such a law would work uni- 
formly. Today " contemplation of death," as construed by the 
courts, is like our old idea of equity. You can go with the same 
state of facts before one court, and the transfer will be held in 
contemplation of death, and a different court, on the same state of 
facts, will hold it not in contemplation of death. This, and the 
duplication and triplication of the tax are the two big problems in 
inheritance taxation, and they are very closely related. 
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The gentleman mentioned the fact that 71 per cent of the people 
died in a certain city, leaving no property. I dare say that in 
such jurisdictions you could include in a respectable number of 
that 71 per cent, many men who a few years before that time were 
wealthy. I dare say that Rockefeller will not leave much property 
that will be subject to inheritance tax. I think his " Foundation " 
will nearly cover his estate, and there are a lot of wealthy men 
that are going to die poor. Any man who is far-sighted can 
«vade any inheritance tax so far as contemplation of death is 
<:oncemed. 

If you are going to try to remedy it, though, by an arbitrary 
rule, as where a transfer is made one or two or three or four 
years before death, you are using a very arbitrary rule. You have 
a law that is apt to become a dead letter, unless you have a con- 
'Clusive presumption ; but if you have such a presumption, as I said 
before, the rule is too arbitrary to be based on reason. It would 
be better to have a gift tax pure and simple, and lower your rate, 
and thereby avoid the stimulus to evasion; and I believe in the 
long run you would get more tax. But even if you did not get 
more tax, you are spreading the tax more uniformly. A tax which 
operates on one man of a given fortune and allows another to 
escape is a bad tax. 

Charles J. Bullock, of Massachusetts : I should like to make 
two suggestions in this connection. One has been already touched 
upon by the last speaker. That is, that if evasion of inheritance 
^axes is to be reduced to a minimum, moderation must be ob- 
served in respect to the rates imposed upon property subject to 
these taxes. At the present moment, when the federal estate tax 
and the inheritance taxes levied by a number of the states are added 
together, we have a combined rate of taxation that can be fairly 
characterized as partial confiscation. 

Now, that is of course what some people desire to bring about, 
as has been said this evening. There are probably not a few 
people who desire to use the inheritance tax and the estate tax as 
a means of equalizing property. If those tendencies are to prevail 
in federal and state legislation, we have got to expect that owners 
of property will not take the view of the persons desirous of equaliz- 
ing their property ; that they will view these taxes, not as legitimate 
taxes, but as confiscatory measures; and that they will, so far as is 
possible, resist partial confiscation of their property. 

Along that line, the experience of France and some other Euro- 
pean countries is of a good deal of interest. Prior to this war the 
French inheritance tax, after having for a long period of time 
^hown a healthy and natural increase in its yield from year to year, 
reached a stationary point, from which in some years there was a 
retrogression. 
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As early as 1905 and 1906 French writers on taxation became 
aware that the evil of evasion of the inheritance tax was becoming 
extremely common. The methods employed are pretty fully de- 
scribed in the books that were written at the time by Frenchmen; 
and the French government, although it employed various extra- 
ordinary methods of coping with the evil of evasion, was unable 
to cope with that evil. 

It may be that a way will be devised by which such evasion of 
inheritance taxes deemed to be excessive can be controlled. But 
if we are going ahead along that line, — with inheritance taxes that 
amount to partial confiscation of property, either without realiz- 
izing what we are doing, or with the conscious purpose of equaliz- 
ing the distribution of wealth, — we must probably expect that the 
efforts to equalize property in that manner will be resisted, and 
that this problem of evasion of the inheritance tax will become a* 
chronic, deep-seated problem of American taxation. 

The other suggestion I wish to offer is that out of the discussions 
this year and out of the work of our rejuvenated committee on 
the inheritance tax, we are going to secure presently some definite 
results along the line of uniformity and simplicity in the state 
inheritance taxes. 

I am one of those who would be very reluctant to see the 
matter of inheritance taxation in its entirety turned over to the 
federal government, either with or without a distribution of the 
revenue from such tax to the several states. I don't want to arg^ 
along that line this evening at all, but merely express the hope, 
as one who does not wish to see the taxation of inheritances turned 
over exclusively to the federal government, that the states will 
lose no time in putting their houses in order. 

It is true, as the gentleman from California has said, that the 
desire for a federal inheritance tax, or federal administration, may 
diminish presently, as people have more experience with the meth- 
ods of the Internal Revenue Department in collecting the estate 
tax. All that is said about the methods followed by the Internal 
Revenue Department at present is true, and even more could be 
said. Not only in California, but in every community from which 
I have received any information, we have the same complaint as 
to arbitrary appraisals, long delays, and high-handed procedure, 
such as the Internal Revenue Department under the stress of war 
exigencies has been compelled to adopt with regard to our federal 
income and excess profits taxes in recent years. 

Just prior to the war there were a good many people who wanted 
federal ownership of railroads, and there are not many now, so 
that similarly we shall find that there will not be as many people 
as there used to be who will want federal administration of the 
inheritance tax. 

Now, the concluding thing I wanted to say was this : Some very 
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Striking evidence came to me very recently about the difficulties 
occasioned by our present state inheritance taxes. I am informed, 
and have every reason to believe that the information is not only 
absolutely true but that it errs, if at all, in understating the 
situation. I am informed that whereas formerly, in our com- 
munity in Boston, it was possible for trustees to leave in trust, 
estates amounting to $50,000 or less in consideration of an annual 
commission of five per cent of the income from such estates, to 
cover the expense of management and leave a profit to the trustee, 
the growth in recent years of the expense of administration, due 
partly to increased office rents and increased salaries to office staflF, 
but due in much larger part to expense of making tax returns to 
federal and state governments, has so increased that the trustees in 
Boston are refusing to accept trusts of less than $50,000 simply be- 
cause the expense of caring for such property eats up the five per 
cent commission, and more, and the business is unprofitable. 

There is a case where these returns hit the small fellow, as 
taxation difficulties in the majority of cases usually do hit the 
small fellow, heavier than the big fellow. If conditions like that 
continue, if the expense of settling up estates and the expense of 
administering estates held in trust is to increase as it has done in 
the past, we shall have very widespread discontent with the state 
as well as federal inheritance taxes, and we shall have to re- 
double efforts by some means or other to avoid partial confisca- 
tion of property. 

Chairman Haugen: Are there any further remarks on the 
subject? 

A. J. Maxwell, of North Carolina: Professor Bullock has 
made some very valuable suggestions here in the discussion. Our 
difficulties in inheritance tax administration have been very well 
stated by Mr. Belknap in his excellent paper, and these difficulties 
will certainly multiply and increase in proportion as the rates of 
taxes are increased, and the duplication of taxes is increased. 

I was very much interested in the viewpoint of the gentleman 
from Illinois. He finds in his state practically no inheritance tax 
statutes or ones that yield very little revenue, and in his enthu- 
siasm he wants to jump to the other extreme. If we were to go 
to the point which he suggested this evening, of prohibiting in- 
heritance above a certain point, it rather occurs to me that that 
would be the end of revenue. The point which he fixed as a 
maximum amount that might be inherited would afterwards be the 
same amount that any citizen of his state would have any incentive 
whatever to accumulate. And if we proceed on such a theory aji 
that, we should have no more of the large estates to tax. 

But the principal idea that I want to get before the conference 
for consideration, and after hearing the other gentleman's view- 
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point on it, if it is different from mine — I came here mainly to 
learn rather than to give my own views — is this: I heard quite a 
number of expressions in the direction of condemning the kind of 
double tax in inheritance taxation that taxes the non-resident 
shareholder of a domestic corporation. It rather seems to me that 
if there is a guilty party on either side, it is from the other stand- 
point. We have this situation in our state and in every state, of 
course. I don't know what proportion of the stock of corporations 
incorporated in our state is owned by non-residents, but certainly 
a very large part of the property in our state is owned by or 
through foreign corporations. Manufacturing industries exist, two 
of them side by side, one of them is owned entirely as a resident 
corporation, one as a non-resident; one may be owned entirely by 
resident citizens, and the other by non-residents. 

But it seems to me we must get down to the ad valorem basis as 
Dr.. Bullock and the Committee on Model Tax Plan have sug- 
gested ; the basis of taxing the property where it is located, rather 
than the certificate, which is merely an evidence of ownership of 
property; and that we must get down to the basis of each state 
taxing the transfer of the tangible property that is actually in the 
state, rather than considering it from the standpoint of the cer- 
tificates of stock. 

[The speaker was hereupon interrupted by the chairman.] 

Mr. Bailey : Gentlemen, we have with us this evening Senator 
Smoot, and we will ask the senator to speak for just a moment. 

Chairman Haugen: I have the honor and the pleasure of in- 
troducing to you Senator Smoot. 

Hon. Reed Smoot, United States Senator: Mr. Chairman and 
gentlemen : Nothing would please me better than to have sufficient 
time to attend every one of your sessions. You know as well as 
every other business man in the world knows that the power to 
tax, is the power to destroy; and yet I find myself absolutely at a 
loss when business men from one end of this country to the other 
pay so little attention as to how taxes to maintain our government 
shall be raised. 

When I went to the Senate I made up my mind that I was 
going to become familiar with every detail of the work of our 
government. I shall never be content until I know just what every 
dollar appropriated is intended to cover. I admit that I do not 
know, after the money is appropriated, whether it is spent for the 
purposes appropriated; but I must ki)ow the object of the appro- 
priation before I cast my vote for it. 

I will say, however, that that was not the case during the war. 
I made up my mind then, that no appropriation should be asked for 
by the administration, small or large, that I would not support if 
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it was stated that the appropriation was necessary to win the war. 
But I did say that when the war was over, I wanted an accounting 
from the administration for the money expended. (Applause.) 

I am not going into a detailed examination made by me on this 
question. The vital question — and some time or other the Amer- 
ican people will wake up to the fact— is that taxation means to the 
American people ultimate success or failure. I am quite sure that 
the American people will never hesitate to pay a tax sufficient to 
maintain the government. But I am positive that if the American 
people knew how discriminatory the existing revenue acts are, 
they would object. The existing tax laws of our country cannot 
be successfully defended by anybody. There has got to be a 
change in our tax laws. They are discriminatory; they are not 
imposed equally on the same class of business; the whole system 
is wrong, and if I am re-elected to the Senate, I am going to give 
as much strength as I have, and all the intelligence I possess to see 
that a tax system is established in the United States that will raise 
sufficient money to maintain our government, and impose taxes 
equally and justly upon all. 

I know this is a hard thing to do, but I am positive that it can 
be done, just as sure as I stand here. I say that in the face of the 
fact that I know there are men in public life today — ^and when I 
say public life I might as well say the Senate and the House of 
Representatives — that would impose a tax so burdensome upon 
what I may term general business as would ruin it. 

I suppose you remember when this present revenue law was be- 
fore the Senate, there actually was an amendment offered — I sup- 
pose ignorantly in a way, yet it showed the spirit of the Senator 
that offered it — ^that imposed a tax upon all gains of corporations 
of 105 per cent. I asked the Senator how he intended the business 
to pay the 5 per cent that was not made. It took some time to 
convince him that the taxes that were imposed under the bill 
amounted to 105 per cent. He had not even figured the different 
rates imposed; but offered an amendment to take it all and more. 
That spirit is too often manifested by men in public life, who 
think of nothing else than how it will affect them in the next elec- 
tion. As far as I am personally concerned, I never take that into 
consideration and never shall. I am a business man; I love busi- 
ness; I have studied the government of the United States from 
that angle. I try to keep in daily touch with the expenditures of 
our government, and also with the revenues, and I can only 
promise you this ; that both as to expenditures and to the revenues, 
the American people are going to demand that the wicked and 
criminal waste of money in the future shall cease; (applause) and 
that the imposition of taxes upon the American people must be 
absolutely just to all, and that wherever discrimination exists it 
shall be eliminated. (Applause.) That is a big job and it will 
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take some time to do it. But let me say this, that it will not take 
so long as some people believe. During the war people cared very- 
little what imposition by way of taxes the government placed upon 
them. They were perfectly willing to buy bonds until the last 
particle of credit that they had was exhausted; they did not care 
much how their money was spent. But remember this; that con- 
ditions as they exist today in the world and in our own country 
cannot continue much longer; there has got to be a change, and 
when that change comes, business men must adjust themselves to 
it — and God help the business that is not founded upon a sound 
basis, because it cannot stand very long. In the future the Amer- 
ican people are going to scan closely the taxes imposed by the 
government, and the political party that hasn't the moral stamina 
and moral honesty to correct evils that exist in burdensome laws 
will be rebuked at the polls. 

Now, if I had time I should like to outline some of my thoughts 
as to how I would raise sufficient revenue to maintain the govern- 
ment. 

A Delegate (interrupting) : Take your time. 

Senator Smoot (continuing): I cannot do it because I prom- 
ised I would be back to the conference I left within five minutes. 

Chairman Haugen : Take all the time you need. 

Senator Smoot (continuing) : As far as the excess profits tax, 
now imposed under existing law is concerned, I am opposed to it, 
and in my opinion, it must be repealed. It cannot remain upon 
the statute books without destroying the initiative of the individual 
business man, and when that is done, business will be at a stand- 
still, and that means stagnation. 

There are a number of ways of raising the same amount of 
money that would not be burdensome upon one line of business and 
leave the American business man in a position to carry on his 
business, allowing it to grow. I have not definitely settled in my 
mind the full plan. I am of the opinion that the government of 
the United States should continue the collection of an income tax 
and that the inheritance tax should be repealed and that source be 
left to the states to raise revenue from. I think that the states 
ought to impose and receive whatever inheritance tax is imposed. 
(Applause.) 

If it becomes the settled practice of the government of the 
United States to impose an income tax as well as an inheritance 
tax, it will not be long until the states will impose an income tax 
and an inheritance tax in like manner; and I doubt very much 
whether the final result of such a course will be profitable either 
to the government of the United States or to the states. When- 
ever taxes are unjust there is going to be some way or other de- 
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vised by which they will be avoided to a great extent. That has 
always been the case not only in this country but in all the other 
countries. And as the taxes are imposed and become more bur- 
densome, that condition becomes more acute and is resorted to 
more by the taxpayer. 

Now, during the war the American people paid the highest rate 
of taxation of any government in the world, and I was in favor 
of that plan. But I was not in favor of some of the forms of taxa- 
tion that finally passed the Senate and became a law. The last 
amendment to the revenue laws was passed just before the close 
of the month of January or the beginning of February, and follow- 
ing that, all the blanks for the tax returns had to be prepared, 
printed and sent to every business institution in the United States 
and every individual that was a taxpayer, in order that their tax 
returns might be made and returned to the Internal Revenue office 
by March 15th. The amended bill never would have passed Con- 
gress in its present form, if it had not been that we were compelled 
to raise the money under its provisions within a given period. 

When I criticize the bill I want to be perfectly fair, and say that 
I voted for it and I should have voted for even a more discrimina- 
tory measure under the then existing conditions. I should have 
been glad of the opportunity of attending every one of your ses- 
sions. I think with a body of business men gathered for the pur- 
pose of discussing the question of taxation, I should have learned 
a great many points that would have been an advantage to me 
when the question of the revision of the tax laws of pur own 
country comes up for consideration. 

I desire to express my appreciation for the kind invitation to be 
present upon this occasion, and I want to also congratulate you 
men upon the fact that you are working along a line that will 
mean so much in the future to the business interests and the people 
of the United States. If the sentiment of the people is crystallized 
upon any one great question — a. question that is of vital interest to 
them — there isn't any power on earth that can keep Congress from 
acting upon that question. And after the sentiment has crystallized 
throughout the United States, or a great part of the United States, 
the Congressmen and Senators are usually very anxious indeed to 
follow. 

And therefore I congratulate you upon the splendid work you 
have done, and on the wonderful work, and I hope, successful work 
that is before you. I thank you for your attention. 

Chairman Haugen : I am certain we all appreciate very much 
the talk Senator Smoot has given us, and I suggest we give him a 
rising vote of thanks. 

[All rise.] 

Chairman Haugen : I said to Mr. Maxwell when I interrupted 
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him, that I would recognize him to continue his talk for a few 
minutes. 

A Delegate : I make a motion that we send a copy of our pro- 
ceedings to Senator Smoot. 

Chairman Haugen : That will be taken to be the sense of the 
conference. 

Mr. Maxwell (continuing) : I had finished practically, except 
to say that in our efforts toward uniformity, both in income and 
inheritance taxation, we shall in the last analysis have to recognize 
the right of the state to tax income from property that is located 
in the state, and the devolution of the property that is located in the 
state; and the sort of double taxation that we shall have to get 
away from, if we get away from it at all, is that which is based 
on the mere fiction of ownership of property represented by cer- 
tificates of stock. 

Chairman Haugen: The question is open for further discus- 
sion. 

M. D. Lack, of California: For about one minute I want to 
call your attention to what seems to me was a serious matter in the 
discussion of this inheritance tax in the paper read this afternoon, 
and one which has been overlooked, intentionally or otherwise, and 
it may have been intentionally for the reason that those discussing 
the question have not taken it seriously; that is to say, they have 
not assumed that it might be seriously considered; that is the 
question of the United States government's collecting and dis- 
tributing or spending the moneys received as inheritance taxes. 

To my mind one of the best suggestions that was made this after- 
noon in a very few words was that by Mr. Bailey. I think it was 
he who said that the way to cure most successfully the tax evils 
was by getting the citizenship of the country to take a more intel- 
ligent interest in the business of government. Now, if that is 
accepted, and I have no doubt it will be, you are getting directly 
away from that, and offering a diametrically opposite proposition 
when you propose to have the government of the United States 
collect the inheritance tax and spend such taxes even for the pur- 
pose and interests of the state. Observation is bound to convince 
you, I am sure, that the further you remove the expenditure of the 
money that is paid in for tax purposes from the people who pay it, 
the more unsatisfactory your system of government is going to be. 
That is upon the same theory that in times past, and even now, 
lawmakers call in people who are not versed in law and who know 
very little about the framing of laws, to assist them in framing 
laws upon a given subject. This is done, not upon the theory that 
such laws will be better laws and that they will therefore allow 
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them a lot of latitude in their own language in the formation of 
the statute ; not upon the theory that the law will be a better law, 
by reason of the suggestions offered by the citizen; but upon the 
theory that any citizenship will obey a law much more cheerfully 
if he has a hand in making that law^ For the same reason, moneys 
collected from the citizenship, if raised either by inheritance taxes 
or otherwise, will be much more cheerfully paid, and the people 
who pay them will take a very much more intelligent interest in 
the business of government, if the money is expended where they 
have an opportunity to note its use and to keep track of it. 

We have had abimdant opportunity to discover the result of the 
removal of expenditures from the people who pay the taxes in 
our state. We find, by reason of the fact that the taxes for state 
purposes no longer come from the taxpayer directly, that he loses 
all his interest in the result that is obtained by the expenditure of 
the money; also all the interest he formerly had in the amount of 
money that is expended for state purposes and for the improvement 
of internal conditions. 

You may say that is an unhealthy condition; we have had that 
well illustrated; and just now we are attempting to arrive at some 
system by which we can so mend our conditions as to bring back 
to the taxpayer the fact that he is paying an enormous tax, either 
directly or indirectly, or both, and to get him again to pay attention 
to an accrual, if you please to call it that — the amount of money 
that is expended — and to see where his money goes, and to follow 
it, in other words, in the language of the gentleman who spoke 
today, to take a more intelligent interest in the business of govern- 
ment. 

William H. Blodgett, of Connecticut : I want to congratulate 
our friend here on the right, from Illinois, on the deductions which 
he gained from the figures arrived at by him upon examination of 
records in the probate office in the county to which he referred. 
Recently I was talking with a man quite eminent in insurance 
circles. He told me that 98 per cent of the people — men — who had 
arrived at the limit of their physical earning power, were wholly or 
partially dependent. I thought when those figures were given to 
me that they were quite high, but they seem substantially to be 
corroborated by what was developed by the investigations of our 
friend from Illinois. 

But, he goes a little bit further with his discussion, and he seems 
to be alarmed at the idea that where wealth accumulates men decay. 
Of course, we are not in favor of decay, and perhaps tax gatherers, 
or tax commissioners, and tax students, and college professors are 
not troubled with that sort of decay. That is perhaps what keeps 
us going, in some measure anyway, toward the things that fall 
upon our minds as worth while and by which we help ourselves. 
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Now, if these men who get so much money decay, there will 
soon be a shifting of the wealth which they accumulate into other 
hands. With the great percentage hustling on towards better con- 
ditions of living, better conditions of society, we may say it is 
better for them and for our country that the door of opportunity 
should be opened. Those of us who get it won't profit by the de- 
caying troubles that others have had; that is certain. A man does 
not change, naturally, and the fact of it, after all, is that opportun- 
ity is what makes the wheels go around and keeps us going. 

Of course, long ago it was said the poor are getting poorer and 
the rich are getting richer; but when mankind struck the bottom 
rung of the ladder — ^poverty — it could not have gotten much poorer. 
But we scarcely have a municipal election anywhere but they 
always raise the same cry tliat the poor are getting poorer and the 
rich are getting richer. I deprecate the suggestion of leveling 
fortunes. When we come to the point that we level fortunes by 
main strength and awkwardness of government, we are about 
through. The end is very near; because, when that time comes, 
the incentive has passed away, and the ideals of accomplishment, 
and the hopes of accomplishment in life, unless we be poets and 
picture makers, and that sort of thing, have gone; the business 
world, that makes things move in this country, and in this stage of 
commercialism, will have gone forever. I hope my friend from 
Illinois won't take himself so seriously as to think the decadence 
of this very small Ij^ or 2 per cent is alarming, and that it is the 
best thing to let it go on without interference of the inheritance 
tax law. [Applause.] 

Chairman Haugen : Mr. Hicks desires to ask a question. 

Mr. Hicks: In inheritance tax rates throughout the United 
States, Illinois stands at the bottom of the list, and California at 
the top, so far as the yield on rates is concerned, as I have studied 
them. In other words, a million dollars inherited in Illinois by 
direct heir, would yield the state $16,000, and in California it 
would yield $99,000. There is a sentiment in Illinois to increase 
our rates. I do not believe in confiscation; far from it. I do not 
believe in a law that is going to in any way place any impediment 
on the desire of men to accumulate. But what I want to know 
and what I would like to get fixed in my mind, is this — are the 
California rates confiscatory, and if so, what rate draws the line 
between confiscation and no confiscation ? 

Mr. Belknap, of Kentucky : I am glad you asked that ques- 
tion, because that is what I tried to bring out this afternoon. Until 
we get some sort of unification of the inheritance tax laws, the 
Almighty himself won't know what is confiscation and what is not 
confiscation. 
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Chairman Haugen : I understand that the question of confis- 
cation has grown largely out of the duplication of assessments in 
different states and does not rest on the rate of any particularly 
named state, if that were the only one where the inheritance tax 
-was paid. That is Mr. Belknap's position, as I understand it. 

J. L. Atteridge, of California : Mr. Chairman, the California 
rate to which the speaker refers is a paper rate entirely. The high 
tax rate he refers to. applies to a stranger of blood. We have 
never yet had a case in California where a stranger of blood in- 
herited a million dollars; but if he had a wife and three children, 
we would get just exactly $23,000 inheritance tax from that mil- 
lion dollars. 

We have the community property system; $500,000 of that mil- 
lion would pass to the widow, without one dollar of tax. The three 
sons or daughters would take about $125,000 apiece and the state 
-would get $4,000 on each of those interests. We recently, within a 
month, collected the largest tax we ever collected — $2,000,000 from 
an estate of over $40,000,000. The breaking up of this vast estate 
resulted in this way: One man had owned 1,000,000 acres of land 
'in California for forty years! No one could buy an acre of that 
land, but to meet the demands of state and federal taxes, for the 
first time in forty years, on the most fruitful land of California, 
capable of supporting thousands of families, there are " for sale " 
signs up, to raise approximately $5,000,000 in inheritance tax for 
the state and federal governments. 

James L. Sayler, of Illinois: Under the return that is made 
under the national act, the questions are pretty searching and 
practically go over the entire life of the decedent, although under 
the national act they don't attempt to assess gifts made prior to 
five years before the date of death of the decedent In Chicago, in 
conversation there with officials that have charge of the adminis- 
tration of the national act, while you find a reticence to talk about 
it, still I find it is only in rare cases, at least in Chicago, that an 
attempt is made to tax a gift that has been made during the life ot 
the decedent. In other words, in the practical administration of 
the act it comes to an assessment that is based upon the estate that 
is left by the decedent at the time of his death. 

Under the Illinois law, while the power is given to tax a gift 
that has been made, say five years prior to the death of the dece- 
dent, I think in the actual administration of the law, so far as I 
liave been able to get it from the ones who have charge of the 
administration in Chicago, it is only in rare cases that any attempt 
is made to tax a gift that has been made during the lifetime of 
the decedent. 

The viewpoint I have is not the viewpoint of a tax commissioner, 
because I am with an investment house, and incidentally we are 
8 



114 NATIONAL TAX ASSOCIATION 

asked questions concerning what would take place if a man, for 
instance, with an estate of $200,000 wishes to distribute fifty or 
seventy-five thousand dollars to his children. We will assume that 
he is fifty years of age, and in good health, and the question arises 
in his mind, if I make this gift and die within five years, what 
effect will that have on the administration of this estate ? 

In Illinois, as Representative Hicks has said, the rate is low, 
and it is not a very vital question, but I believe in framing the tax 
laws with reference to this inheritance matter, that one thing 
should be made definite, and that is whether you are going to tax a 
gift that is actually made during the lifetime of the decedent to his 
children or other relatives and is a material transfer of his prop- 
erty, considering the amount of his wealth. And if it is to be 
taxed, I believe that the effort should be made to collect the tax, 
and not to have a mere whim or caprice of the officials govern what 
in one case is to be applied and in another case not. 

Before I close, just one other word and that is this, in the in- 
come taxation, both under state law and federal law, we believe in 
a way we have gotten to solid ground and at the underlying prin- 
ciple of fairness and equity, but if in addition to the income tax or, 
general property tax, or the other kinds of taxation which may be 
used in the different states, there is to be imposed upon the estates 
of people, say of larger wealth, an inheritance tax, just what is 
the underlying principle that should be applied as to the amount 
that should be taken; and after the tax is collected, how should 
the money be spent; because back of all this question of methods 
and amounts — I can see it in Chicago among the men who are 
vitally interested — oftentimes it is not so much a question of the 
amount of taxes collected but, in the last analysis, how the tax is 
going to be spent after it has been paid. 

Oscar Leser, of Maryland: Don't you have the system of 
charging interest on inheritance tax from the date of the death of 
the decedent? How do you defend anything like that? 

Chairman Haugen : It is not from the date of death with us. 

Mr. Hicks: I have gone through it in the last three weeks in 
my practice. The act provides six months for payment after the 
assessment has been made, without penalty. At the end of six 
months there is a penalty attached. 

Mr. Leser : I had an experience in settling an estate there some 
years ago, and they charged interest from the date of the death, 
although they allowed you to make a payment on accoimt, a sort 
of guess ; but interest was charged from the date of the death. 

Mr. Sayler: I don't know how and who that was, but under 
the present act I don't believe it was proper. 
Mr. Hicks : You must have been buncoed. 
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Samuel T. Howe, of Kansas: Just a word: I think if some 
of you followed the custom of Kansas, a good deal of this double 
taxation and triple taxation would be eliminated. We do not tax 
the bonds of our own domestic corporations, held by non-residents ; 
we do tax domestic stocks that are held by non-residents; we do 
not tax foreign stocks that are held by residents. Now, if you 
will reciprocate in that way, you will get rid of a whole lot of 
double taxation. 

Chairman Haugen : It is getting along pretty well in the eve- 
ning and perhaps this discussion may be considered closed, unless 
someone has something on his mind that he ought to be relieved of. 

• J. A. Scott, of Minnesota: I just wanted to ask the gentle- 
man from Kentucky what the statute is in regard to bequests or 
gifts for purely charitable purposes. 

Mr. Belknap, of Kentucky: That varies all along the line. 
I think you can find practically every kind of a law on that that 
you desire to see, or do not desire to see. In some of the states 
they exempt all bequests to charitable institutions, and if my 
memory serves me right, that not only applies to bequests within 
the state but to those without the state. Other states exempt only 
bequests to charitable institutions within that particular state, for 
instance a man dying in Pennsylvania and leaving property to 
charitable Pennsylvania institutions. Other states have small ex- 
emptions and others have no exemptions. I do not try to keep all 
those things in my head, because there are forty-eight states, and 
150 different kinds of questions; I do not keep them all straight, 
but I know that is one point which I did not bring out this after- 
noon. That to me is a very interesting point; and I believe that 
I am coming around to the opinion that there should be no exemp- 
tions to charitable institutions. I don't believe that it adds ten 
cents on the dollar to the amount left to charitable institutions. 
Mind, I don't say that about the income tax. That is a different 
proposition. A man has got to leave his money somewhere, and he 
is going to leave it where he likes, whether you tax him or not 
He is not obliged to give it away to charity. I believe in taxing 
the whole thing. I may be wrong about it, and I am open to con- 
viction. The committee has not talked that over to any great ex- 
tent. I should like to hear an expression of opinion on that point. 

Oscar Leser, of Maryland: A law was passed in Maryland 
this year exempting bequests for certain charitable purposes, made 
by non-residents of the state; the policy behind the law being to 
invite non-residents to pour money into Maryland. 

Chairman Haugen : We will now adjourn until tomorrow 
morning at 8 : 45. 

[Adjournment of Session.] 
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Chairman Haugen: Gentlemen, we will come to order. The 
first subject on the program this morning is the round table dis- 
cussion on federal taxation problems. We all appreciate the diffi- 
culty of getting a full comprehension of the federal income tax' 
law. Any man who understands the federal income tax is not 
only a student and scholar, but he must be somewhat of a genius. 
We are fortunate in having with us this morning a man who has 
given especial study to the federal income tax law, and he has 
written a work on that subject. The work is known as " Holmes, 
on Federal Taxation," and I have the pleasure of introducing to 
you Mr. Holmes. Mr. Holmes will preside during this discussion* 

George E. Holmes, presiding. 

Chairman Holmes: Gentlemen, we will attempt to cover this 
morning in a somewhat limited period of time, because of the trip 
planned for this afternoon, a very wide field of taxation, and it 
will therefore be necessary to proceed with all promptness and 
speed to cover the several papers, and the numerous discussions 
that will follow those papers. 

The papers on the program are three in number, and in addition 
we will hear from Mr. Meyer Rothschild, with respect to a sales 
tax or turn-over tax, after which the meeting will be opened to 
general discussion. The first paper on the program is by Mr. 
Hugh Satterlee, who was formerly an assistant in the Treasury 
Department, and who is largely responsible for the splendid form 
in which that famous document Rules and Regulations No. 45 
finally appeared — Mr. Satterlee. 

Hugh Satterlee, of New York: Mr. Chairman and gentle- 
men: Seventeen years ago I came to Utah for two years to take 
charge of the work of building the Utah Independent Telephone 
Company. Since then the Independent Telephone Company has 
been swallowed by the Bell, and I have been able to revisit Utah 
only three times in fifteen years, but I have never lost the love for 
the state that I acquired then. The old saying is that good Amer- 
icans go to Paris when they die. For myself I should want nothing 
better than to come to Utah; and this wish has absolutely no refer- 
ence to the mildewed joke about the state. I cannot resist the 

(116) 
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opportunity to pay this small tribute to this state, which, in so 
many respects, promises the greatest future of any state in the 
Union. 

I have here a very lengthy paper which somewhat appals me as 
I look at it. It has grown to much greater length than I had any 
idea of, and it would take an hour and a half to read. I shall not 
attempt to read it, which I know you would not let me do, nor 
would I want to read it, it is so long. If you do care to read it, 
it will probably be printed in the proceedings. 

I shall try to give a digest, that will necessarily be disjointed 
and not very smooth, because of the necessity of cutting out so 
much connecting matter. 

SOME SUGGESTIONS FOR THE SIMPLIFICATION OF 

FEDERAL TAXATION 

hugh satterlee 
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It is with diffidence that I address this gathering. Face to face 
with the problem of taxation, at once the most acute and the most 
chronic of our time, I am all too conscious that I am not an econo- 
mist, or an accountant, or a financier, or a business man, or, last 
and most, a tax official of long experience. I am merely a lawyer, 
and sometimes I am skeptical of that. But because of the univer- 
sality of the problem, so that one man cannot hope to have all 
knowledge of taxation for his province, it may be that the even- 
tual solution will result from each individual contributing a very 
small mite. 

So I shall rush in on the broad and fertile field of federal taxa- 
tion. From the point of view gained in the Internal Revenue 
Bureau and in outside practice I shall attempt to discuss, first, the 
general reorganization of internal taxation, and, second, the re- 
vision of the income tax. The thread which I hope will run 
throughout will be simplification. Necessarily the treatment of so 
vast a subject will be sketchy, and much of the ground will be 
well-traveled. 

General Reorganization of Internal Taxation 

In a speech before the House of Representatives on May 25, 
1920, the Honorable Cordell Hull said: 

" Any important war makes imperatively necessary three 
stages of revenue legislation: War taxes framed amidst ab- 
normal conditions, and calculated to raise the largest possible 
amount of revenue within the shortest possible time; a read- 
justment of the war taxes following the termination of the 
war with a view to simplification and to removing inequities 
discovered and better to adjust the tax burdens in the light of 
reconstruction or post-war conditions ; and finally the working 
out and perfecting of a permanent revenue system applicable 
to normal conditions." 

We are now in the throes of the second stage of large readjust- 
ments. The third stage of perfecting and polishing waits upon our 
successful struggle with the second. 

In his message to Congress on December 2, 1919, the President 
urged tax readjustments, prefacing his recommendations in the 
following words : 

" I trust that the Congress will give its immediate consid- 
eration to the problem of future taxation. Simplification of 
the income and profits taxes has become an immediate neces- 
sity." 

Simplification of the entire group of internal revenue taxes is a 
necessary step towards the third stage of a permanent revenue 
system. 
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GROWTH OF INTERNAL REVENUE BUREAU 

For a background it will do no harm to recall the astounding 
growth of the Internal Revenue Bureau as revealed by the tax 
figures. 

Until recent years the high peak of internal revenue receipts 
was reached during Civil War times, when for the fiscal year 
ended June 30, 1866, the collections exceeded $300,000,000, and 
for 1865 and 1867, $200,000,000. Beginning with 1868 and con- 
tinuing through 1898, a period of 31 years, the annual receipts were 
never less than $100,000,000 and never as much as $200,000,000. 
In 1899 they crossed the $200,000,000 mark, never to recede, and 
in 1911 they exceeded $300,000,000, in 1915 $400,000,000, in 1916 
$500,000,000, and in 1917 $800,000,000. In 1918 the receipts were 
$3,700,000,000; in 1919, with the third and fourth installments of 
the income and profits taxes yet to be paid, $3,850,000,000; and in 
1920, $5,408,000,000. 

The $3,850,000,000 of collections for the fiscal year ended June 
30, 1919, comprised $2,600,000,000 of income and profits taxes and 
$1,250,000,000 of other taxes. Five states. New York, Pennsyl- 
vania, Massachusetts, Illinois and Ohio, paid $1,600,000,000 of the 
$2,600,000,000 of income and profits taxes. For 1920 the income 
and profits taxes totaled $3,958,000,000 and the miscellaneous taxes 
$1,450,000,000. $1,418,000,000 was collected in the State of New 
York. 

From $800,000,000 of collections from the entire country so re- 
cently as 1917 to $1,400,000,000 from the state of New York alone 
is a far cry. That the Internal Revenue Bureau kept pace with 
the demands upon it, that it did not crack under the strain, is an 
everlasting credit to Commissioner Daniel C. Roper, his assistant 
Joseph H. Callan, Solicitor Arthur A. Ballantine, Dr. T. S. Adams, 
J. E. Sterrett, Fred T. Field, and other volunteers, Luther F. 
Speer, P. S. Talbert, George V. Newton, and other regulars, too 
numerous to mention, but whom it seems invidious not to mention, 
who bore the brunt of the burdens attendant upon the enormous 
expansion of the Bureau. The country has seen the result, and 
should know who accomplished it. No achievement of big busi- 
ness ever surpassed it And the reward of these men has been 
principally their personal consciousness of duty done. 

AIM OF SIMPLIFICATION 

Notwithstanding that the Bureau has done about everything that 
could humanly be done with the tax measures it has had to admin- 
ister, its officers recognize, even more clearly than the public, that 
fewer and more simple taxes could be administered more eifec- 
tively and economically and with less annoyance to the taxpayers. 

From the standpoint of the public, on the other hand, it may be 
assumed, without fear of contradiction, that the people want lower 
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taxes. But, recognizing that the taxes must remain high for a 
considerable period, they apparently most want and demand these 
three things : 

1. That the burden be equitably spread; 

2. That the taxes be capable of being forecast with reasonable 
certainty; arid 

3. That the labor of computing and reporting tax liability be re- 
duced to a minimum. 

All these things are involved in the simplification of federal 
taxation. 

SURVEY OF EXISTING FEDERAL TAXES 

In License Tax Cases, 5 Wall. 462, license taxes under the Act 
of June 30, 1864, and special taxes under the Act of July 13, 1866, 
were held constitutional. The court said in part : 

" It is true that the power of Congress to tax is a very ex- 
tensive power. It is given in the Constitution, with only one 
exception and only two qualifications. Congress cannot tax 
exports, and it must impose direct taxes by the rule of appor- 
tionment, and indirect taxes by the rule of uniformity. Thus 
limited, and thus only, it reaches every subject, and may be 
exercised at discretion." 

The limitations thus concisely stated have resulted in Congress 
refraining from any serious attempt to tax exports, in discarding 
direct taxes, after one or two unsuccessful experiences, and ia 
confining its taxation program to taxes on imports and to indirect 
taxes, including in or adding to the latter class by constitutional 
amendment the income tax. The tariff, which however manipu- 
lated cannot help much to meet the present fiscal requirements of 
the government, is outside the scope of the internal taxes and of 
this discussion. 

Various classifications have been made, of the taxes administered 
by the Internal Revenue Bureau. For our present purposes I 
think it sufficiently accurate to say that they are of four general 
classes : 

I. Income taxes; 
II. Inheritance taxes; 

III. Occupation taxes; and 

IV. Sales taxes. 

This classification regards the basis of the tax,' not the reason 
for it. From the latter angle any of the four classes may contain 
taxes whose purposes are as wide apart as the poles, according as 
thej^ are revenue taxes or regulatory taxes. 

Class I comprises, of course, the income tax and the profits tax, 
and also the child labor tax. Class II is the estate tax. Qass III 
includes license taxes on twenty-five to thirty different occupations 
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and businesses, including the capital stock tax on corporations. 
Class IV includes taxes on sales of property, sales of the use of 
property, sales of choses in action and sales of services. 

To avoid unnecessary detail in the body of this discussion I am 
attaching as an appendix a fairly complete list of the taxes now 
administered by the Internal Revenue Bureau, arranged according 
to the classification above suggested. 

ABOLITION OR TRANSFER OF REGULATORY TAXES 

Regardless of the questions of foreign policy that may perhaps 
properly influence the rates o^ a tariff on imports, for the purpose 
of domestic taxation I believe in taxes for revenue only. My first 
concrete suggestion, therefore, is the abolition, or at least the 
transfer to some other bureau, of the taxes I have referred to as 
regulatory taxes. These include the taxes on sales of oleomar- 
garine, adulterated butter, renovated butter, filled cheese, mixed 
flour, white phosphorus matches and narcotics, and the child l^bor 
tax. I have prefixed them with an (r) in the appendix. 

These taxes do not produce enough revenue to justify the time 
and labor diverted from more profitable pursuits in collecting 
them, and no one ever expected they would. They are police 
measures, designed to discourage activities which Congress could 
not directly prohibit. They might with some excuse have been 
saddled upon the Internal Revenue Bureau when it had compara- 
tively few responsibilities. Now to require this great tax-gathering 
agency to turn aside from the collection of billions to camouflaged 
police duty is theoretically and practically vicious. 

Congress has gone the limit in this practice by imposing upon 
the Bureau the enforcement of the National Prohibition Act, which 
is a tax measure in only an infinitesimal degree. The result has 
been to increase alarmingly a danger which exists to some extent 
in connection with the enforcement of every merely regulatory tax. 

The Internal Revenue Bureau has always had reason to be 
proud of the honesty of its personnel. I have heard accusations 
of dishonesty hurled at officials of the Bureau, but they referred to 
cases of supposed over-zealous tax grabbing, not to personal dis- 
honesty. In my own experience with the Bureau I have sometimes 
had occasion to question an official's judgment or understanding, 
never his honesty. The public would never have accepted with so 
little grumbling, even in war times, the inherent inequities of the 
war taxes and the incidental inequities of administration if there 
had been a breath of scandal involving the Internal Revenue 
Bureau. With occasional exceptions so rare as to be negligible 
the organization has been clean from top to bottom. 

But if a man is prevented from carrying on his business because 
of a prohibitive tax or direct prohibition, particularly if public 
sentiment is lukewarm or actually in sympathy with him, and a 
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revenue agent is anomalously employed in the thinly disguised 
suppression of a business offending against no moral law, but 
merely an act of Congress, then, if the stake is sufficiently large, 
the temptation to corruption is a force to be reckoned with. The 
danger of impairment of the morale of the organization cannot be 
over-estimated; but that is not all. Particularly because of the 
exposures of crooked prohibition agents there are already signs 
that the imdiscriminating public is beginning to regard revenue 
agents in general as venal. 

If this danger, primarily of corruption, but secondarily and more 
seriously of reputed corruption, i% not checked, the whole tax 
structure is liable to collapse. In order to function in the collec- 
tion of the enormous sums required to maintain the government 
for some years to come the Internal Revenue Bureau must be 
above suspicion. Its prime duty is, and its sole duty should be, to 
collect the revenue. 

So, 'first, let the regulatory taxes be abolished, or, if they accom- 
plish any desirable purpose, let them, together with prohibition 
enforcement, be relegated to another bureau, preferably not in the 
Treasury Department. Such a bureau might perhaps be called the 
*' Bureau of Internal Regulation." This may sound facetious, but 
I am deadly serious in urging that the Internal Revenue Bureau be 
rid as soon as possible of this incubus. 

ABOLITION OF TRIVIAL TAXES 

My second suggestion in the interest of simplification is to abol- 
ish the trivial taxes, by which are meant taxes designed to produce 
revenue, but which fail in their object. In these days a tax which 
yields less than $2,000,000 annually is a mere drop in the bucket 
and not worth bothering with. The adoption of this suggestion 
would eliminate all the present occupation taxes listed under Class 
III, except that on bowling alley and billiard room proprietors, 
which, although it produces slightly more than $2,000,000, might as 
well go with the rest, and except the capital stock tax. 

In addition to the occupation taxes many of the sales taxes are 
not worth retaining. Among such taxes are the so-called luxury 
taxes, which were intended to embody the regulatory feature, but 
which the increased cost of living has largely imposed on neces- 
sities; most of the manufacturer's taxes; and the tax on works of 
art. I have prefixed all these trivial taxes with a (t) in the ap- 
pendix. 

ABOLITION OF CAPITAL STOCK TAX 

My third suggestion is the abolition of the capital stock tax. It 
is a substantial revenue producer, yielding about $93,000,000 for 
1920, but it is unworkable. No one has yet been able to figure out 
a satisfactory method for determining from Washington the fair 
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value of the capital stock of a corporation located outside the Dis- 
trict of Columbia, and the recent history of the tax lends no en- 
couragement to the hope that anyone ever will. 

The comparison ^of the three factors of book value of the assets, 
market value of the stock and capitalization based on earnings, for 
which I was originally partly responsible, demands perhaps too 
high a degree of administrative judgment and discretion, but the 
present practice of arbitrarily assessing the tax on the basis of the 
book value, if that happens to be the highest, seems a perversion 
of the statute. 

The tax is impossible of* equitable administration; it is accord- 
ingly a fruitful source of irritation on the part of corporate tax- 
payers ; it naturally seems to them about the last straw, when added 
to the heavy income and profits taxes ; and it necessitates the filling 
out and filing of an additional return on a basis quite different 
from that of any other tax return required from corporate tax- 
payers. 

In making these strictures on the tax I feel it only fair to add 
that I am not criticizing the heads of the capital stock tax division, 
who have brought exceptional intelligence and devotion to their 
thankless task. 

If the foregoing eliminations and transfers were made, there 
would remain the income and profits taxes, the estate tax, and, 
among the sales taxes, the manufacturer's tax on automobiles, 
musical instruments, sporting goods, candy, firearms and fur arti- 
cles, the consiuner's taxes on jewelry, toilet and medicinal articles, 
and soda water, the tobacco and liquor taxes, the motion picture 
films tax, the tax on admissions and dues, the transportation, tele- 
graph and telephone, and insurance taxes, and the stamp taxes on 
securities, etc. Some of these might well also be banned as poor 
producers. 

EXTENSION OF SALES TAXES 

So far my suggestions have *been merely destructive of the 
present order of things. The loss of revenue resulting from their 
adoption, except for the $93,000,000 of capital stock tax, would be 
comparatively small, amounting in 1920 to about $35,000,000. But 
undoubtedly some source of revenue must be developed to replace 
these taxes and to offset the decreased revenue from income and 
profits taxes which would result from their modification along the 
lines suggested later. 

The income and profits taxes have reached or exceeded their 
limit as revenue producers. The estate tax, which has been a 
subject of separate special consideration at this conference, we may 
tentatively assume should not be extended. We are left with 
occupation and sales taxes, unless some new form of taxation be 
invented. It is obvious that heavy occupation taxes at a fixed 
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sum for each person engaging in a specified occupation, regardless 
of the size of his business, would be grossly inequitable. It would 
be quite possible, however, to impose occupation taxes measured by 
a certain percentage of the gross receipts from a business, and in 
that form they would approach pretty closely to the remaining 
possibility of sales taxes. Resort to sales taxes, in some form or 
other, seems inevitable. 

The current proposals for the extension of the sales taxes chiefly 
contemplate a general turnover tax at a rate of about one per cent, 
a general consumption tax at a rate of about three per cent, or 
taxes at different rates on an enlarged list of specific articles. I 
have read all the arguments I could find for and against these dif- 
ferent forms and I remember very few of them. The impression 
which has gradually been made upon me, however, is that the gen- 
eral turnover tax is the least objectionable of the three. Perhaps 
it is because its defects have not been so clearly brought out in 
actual practice. At any rate, it may help us in making up our 
minds to review the present situation, for th£ existing sales taxes 
include almost every conceivable kind. 

At the risk of seeming pedantic, suppose for convenient consid- 
eration we subdivide sales with reference to what they cover and 
by whom or to whom they are made. This classification is shown 
in tabular form in the appendix. In general, sales may be of 

A. Property; 

B. Use of property; 

C. Choses in action; and 

D. Services. 

In Class A, they may be made (1) by the manufacturer of the 
property, or (2) to a user or consumer of the property, or (3) by 
anybody to anybody. 

In Class B, they may be made ( 1 ) by the creator of the right to 
the use of the property, in effect the lessor, or (2) by a transfer to 
a person other than the original holder or lessee, or (3) by either 
creation or transfer. 

In Class C, they may be made (1) by the creator of the chose 
in action, or (2) by a transfer to a person other than the original 
holder, or (3) by either creation or transfer. , 

In Class D, they may be made (1) of one's own services, or (2) 
of the services of others, or (3) of both. 

Class A (1), therefore, comprises sales of property by the manu- 
facturer. The existing taxes of that description apply, among 
other things, to automobiles, candy, fur articles, soft beverages and 
tobacco products. Cigars, cigarettes and smoking tobacco seem to 
have been regarded as divinely appointed to be a source of rev- 
enue. But sad experience has shown that it is practically impos- 
sible to tell when ati automobile is or is not an automobile or a 
fur article a fur article, and has resulted in the desperate admin- 
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istrative practice of sometimes taxing several persons as the manu- 
facturer of the same article. This is true in most cases unless an 
article is small enough to be put up in a package which can be 
stamped, and unless such a method of sale in the original package 
is commercially practicable. 

The serious objection, then, to a tax on sales by the manufac- 
turer of specified articles is the difficulty of identifying both the 
manufacturer and the article. A considerable portion of the time 
and energy of the administrative officers is devoted, not to the col- 
lection of the tax, but to determining when and where it applies. 

Class A (2) comprises sales of property to the user or con- 
sumer. The existing taxes apply to carpets, trunks and other arti- 
cles of so-called luxury, jewelry, toilet and medicinal articles, and 
soda water. In the case of articles actually consumed in the 
presence of the seller, like soda water, it is comparatively easy to 
determine when this tax applies, but such articles are rare. As in 
the case of the manufacturer's tax, it is often extremely difficult 
to tell when jewelry is or is not jewelry. Instead of a few manu- 
facturers, there are a multitude of retailers who may or may not 
be selling articles subject to tax. 

The serious objections to this tax, then, are the difficulty of 
identifying both the consumer and the article and the expense of 
watching many small dealers. 

Class A (3) comprises sales of property by anyone to anyone, 
no matter how often sold. These taxes cover works of art and 
real estate. The ten per cent tax on sales of works of art is hotly 
denounced, while the one tenth of one per cent stamp tax on sales 
of real estate is cheerfully borne. Yet the sales of real estate are 
naturally more numerous, more considerable in amount and, cer- 
tainly from a material standpoint, more necessary. It seems prob- 
able that a tax of one per cent or less on sales of either commodity 
would provoke little grumbling, it being remembered that a real 
estate broker's commission is usually at least three per cent. 

When we come to consider sales of things other than physical 
property, the distinction between a manufacturer's tax and a con- 
sumption tax ceases to be applicable. To take the place of the 
previous classification we have, in the case of rights, taxes on 
their creation, on their transfer and on both. Another subdivision 
might cover the discharge of rights, but obviously the taxation of 
both their creation and their discharge would be inequitable. 

Qass B (1), therefore, comprises sales of the use of physical 
property by the lessor or creator of the right to such use. The ex- 
isting taxes cover the use, among other things, of vending ma- 
chines, automobiles and pleasure boats, motion picture films and 
Pullman accommodations. The tax on dues is in effect on the use 
of club facilities. The tax on the lease of vending machines also 
in terms covers the lease of chewing gum, candy and toilet soaps. 
I have found no record of its* yield on these articles. 
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Class B (2) comprises transfers of the use of physical property. 
There is no existing example of a tax so limited. B (3), however, 
comprises both sales of the use of physical property by the creator 
and transfers of the right to such use. The tax on admissions is a 
tax on the use of accommodations, both when sold by the person 
furnishing such accommodations and when sold by a person who 
has merely acquired the right to such use. 

Taxes on the use of property could readily be extended to the 
creation and transfer of leaseholds of real estate, to mining leases 
and to licenses under patents and copyrights. 

The administrative difficulties are similar to those referred to 
imder Class A, but usually not so serious. Yet the scope of the 
tax on admissions is still a matter of daily argument. As a tax on 
the use of property is very largely a tax on the income from such 
property, its yield is small compared with a tax on the sale of 
property, unless it be based on the value of the property and not 
on the proceeds of the lease. Such a basis introduces fresh com- 
plications. 

The same classification used with respect to the use of property 
holds in the case of other rights, which for convenience I have 
called choses in action, although the term is inexact as applied to 
corporate stock. 

Class C (1) comprises sales of choses in action by their creator. 
The existing taxes cover corporate securities, bonds of indebted- 
ness and of indemnity, time drafts and promissory notes, insurance^ 
and contracts for the future delivery of produce and cotton. 

Class C (2) comprises transfers of choses in action, but no ex- 
ample exists of a tax so limited. 

Class C (3) comprises taxes both on the creation and on the 
transfer of choses in action. The tax on issues and transfers of 
corporate stock is such a tax. 

Sales of services require still different treatment. They consist 
of sales of one's own services, or of the services of others, or of 
both. 

Class D (1) comprises sales solely of an individual's own ser- 
vices, and D (2) comprises sales solely of the services of others, 
in either event excluding cases where an individual sells his own 
services along with others. Probably no example of a sales tax of 
either kind now exists. 

Class D (3) comprises sales of one's own and others' services. 
The existing taxes cover transportation of different kinds and 
telephone and telegraph service. 

The taxes on services could be readily extended to cover services 
of many or all kinds. There appears to be no sufficient reason 
for excepting salaries and other compensation coming under Class 
D (1). The differentiation between a lawyer who employs a 
stenographer and a lawyer who has no assistants would be illogical 
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and inequitable, and such a tax on an individuars own services 
would amount to little more than an additional one per cent of in- 
come tax. 

My own rough conclusion from a study of the existing taxes, 
along the lines briefly outlined above, is that no insuperable objec- 
tion exists to a tax of one per cent or less on all sales of physical 
property, of the use of physical property, and of services, but that 
a proposed tax of that rate on sales of all choses in action makes 
one pause. 

An initial elimination in this last class may readily be made. In 
general, sales are made at a profit and it is contemplated that the 
tax will be paid out of such profit. But the sale by a person of his 
own notes, drafts or bonds can never be at a profit. He is always 
liable to repay at least what he received. On the other hand, in- 
surance and indemnity bonds are sold at a profit. The distinction 
seems to be that the sale of an obligation to pay a sum of money 
on condition of the happening of a future event may be regarded 
as a taxable sale, but that the mere borrowing of money, although 
the obligation to repay it be evidenced by a negotiable instrument, 
is outside the proper scope of a tax on sales. Moreover, the ex- 
ception of the issue of obligations for borrowed money is not dis- 
criminatory, for practically every business has occasion to borrow 
money. 

The issue of stock occupies a unique position, and it may be that 
a one per cent tax would not be unjust, especially if the capital 
stock tax should be abolished. I am inclined to exclude the issue 
of stock from true sales, however, just as I should regard the in- 
terest which a partner acquires upon the formation of a partner- 
ship as not in any real sense sold to him by the partnership. 

The sales of stocks and securities upon stock exchanges and by 
bankers, of notes and bills of exchange by banks and bankers, and 
of produce and cotton for future delivery, present the most diffi- 
cult questions, and I have no solution to offer which very greatly 
appeals to me. Uniformity and simplicity demand that sales of all 
things be taxed alike, and yet it seems out of the question to tax 
all sales of stock, for example, at the rate of one per cent. Perhaps 
it might be possible to impose a lower rate on this special species 
of choses in action. They should certainly not go entirely free. 

The principal arguments for a general turnover tax, as I see 
them, are as follows : 

1. A general turnover tax does not discriminate between differ- 
ent articles of legitimate manufacture and use. 

2. It does not require an administrative determination as to who 
is the manufacturer or the consumer. 

3. It does not require an administrative determination as to just 
what articles are taxed. 

4. It can be returned and paid without a complicated computa- 
tion. 
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5. If at the rate of one per cent or less it would not seriously 
discriminate against such middlemen as perform a useful function. 

6. It would yield adequate revenue at a very low rate. 

Revision of the Income Tax 
substitute for excess profits tax 

It is not part of my purpose to support or attack the excess 
profits tax at any length. The consensus of opinion decrees that it 
should go, and I am content with that judgment. To my mind 
the fatal objection to the tax is that in a computation involving a 
factor in most cases not precisely determinable — ^net income — it in- 
jects a still more indeterminate factor — invested capital. Unavoid- 
able inaccuracies in net income may be borne; the combinations 
and permutations resulting from inaccuracies in both net income 
and invested capital are beyond endurance. 

Should the excess profits tax go hence, it will not be enough to 
provide equivalent revenue from some unrelated source, such as a 
sales tax. The excess profits tax had a mission to perform in 
equalizing to some extent the taxation of enterprises conducted by 
individuals, including partnerships, and by corporations. It will 
not do to permit corporations to pile up their earnings, affected 
only by an income tax at a low rate, while individuals are liable to 
heavy surtaxes. 

The ideal tax, of course, would affect individual and corporate 
enterprises alike. This goal can conceivably be approached by ad- 
justing the tax on individuals to conform with the tax on corpora- 
tions, or by adjusting the tax on corporations with a view to 
accomplishing the same net effect as with individuals. No one, so 
far as I know, has yet devised a satisfactory method of separating 
for tax purposes the profits which an individual leaves in his busi- 
ness from the profits which he appropriates for his personal use. 
The two pockets are too interchangeable. Until the discovery of 
such a method, therefore, the approach to the problem must be 
made from the other direction, which holds out a slightly better 
hope of success. 

The Revenue Act of 1913 and the subsequent statutes have con- 
* tained a provision purporting to tax to the stockholders the profits 
of a corporation which was availed of to permit such profits to 
accumulate imdistributed and so to avoid the surtax. It is doubtful 
if a single case exists where this provision was unequivocally en- 
forced, and the opinion of the court in Macomber v. Eisner has 
now raised some doubt as to its validity. The Internal Revenue 
Bureau must have regarded it as a stick to threaten with, but too 
weak to use. The tax on undistributed income, not needed in the 
business or invested in government obligations, imposed by the 
Revenue Act of 1917, was considered administratively unworkable 
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and no serious attempt was made to enforce it. These two taxes 
were designed to force the corporation to disgorge and to subject 
its profits to surtax in the hands of its stockholders. The excess 
profits tax, which attempted rough equalization by a graded tax on 
the corporation, being now by hypothesis to be discarded, it seems 
we may have to return to the principle of at least encouraging the 
•distribution of corporate profits. 

The suggestion of a tax at a flat rate on all profits imdistributed 
to stockholders, made originally by Dr. Adams and adopted by the 
Secretary of the Treasury in his letter of March 17, 1920, to the 
Ways and Means Committee, perhaps points the way to the best 
solution. I shall take it up more in detail in discussing the rates 
of income tax. 

FORM OF INCOME TAX ACT 

Just as I have assimied that the excess profits tax should go, I 
am assuming that the income tax should stay. My vision is not 
broad enough to glimpse any preferable substitute. ' I shall accord- 
ingly deal, not with its desirability, but merely with its simplifi- 
<:ation. 

All interested persons will sympathize, I think, with the prin- 
ciple underlying the recommendation contained in the following 
paragraph from the Report of the Royal Commission on the In- 
come Tax to the British King and Parliament, dated March 11, 
1920: 

"The most interesting parts of the Act to the taxpayers are 
the Rules which apply to the various Schedules under which 
income of different kinds is classified. In the Income Tax Act 
of 1918 these Rules are collected into a Schedule at the end of 
the Act, the least prominent and the least suitable position that 
could have been found for them. We are informed that this 
defective arrangement was considered to be necessary because 
technically the proper place for a Schedule is at the end of an 
Act and nowhere else. This may be innocuous as a general 
rule, but it has a very awkward effect in the Income Tax Act. 
If income had originally been classified under * Parts ' instead 
of under ' Schedules * we imagine that this objection would 
not have prevailed, and we think the present order of the Act 
so unfortunate in this respect that if the difficulty cannot be 
overcome in some other fashion the word ' Part ' should be 
substituted for the word * Schedule ' so that these important 
Rules may find their fitting place in the body of the Act." 

To disarm its critics, the income tax sorely needs simplification 
Tx)th in form and in substance. In the present statute, which is in 
many respects superior to the former acts, related provisions are 
often widely separated and, of course, experience has shown the 
necessity of amendments in the interest of fairness and certainty. 
It would be a blessing if the statute could be thoroughly recast and 
revised in the light of the lessons of the last year or so. 
9 
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Considerable study of the statute and regulations, with a view- 
to presenting them in a form combining, so far as possible, logic 
and practical convenience, has given me pretty definite convictions 
how an income tax statute should be drafted. For the sake of 
brevity I shall speak rather dogmatically. 

The income tax statute should be divided into four parts. Part I 
should deal with the computation of the tax and should describe 
the rates of tax on individuals and corporations, the credits, if any, 
against net income, and the credits against the tax itself. This 
Part assumes that the net income is already known or that the tax- 
payer is interested in knowing the rates and the method of com- 
puting the tax before calculating his net income. 

Part II should deal with income subject to tax and should de- 
scribe capital and income, the various kinds of gross income, the 
allowable deductions, and finally net income. 

Part III should deal with the return and payment of the tax 
and should describe withholding at the source, returns of informa- 
tion, returns of income, payment of the tax, penalties, and claims 
for abatement, credit and refund. 

Part IV should deal with the persons liable to the tax and 
should discuss the variations from type, such as nonresident aliens 
and foreign corporations, estates and trusts, partnerships, etc. The 
provisions peculiar to each special kind of person should be here 
set forth. 

The result would be that under Part I a person could find every- 
thing relating to the way his tax would be figured; under Part II 
the steps in the determination of his net income would be laid out 
before him; and under Part III his obligations toward the govern- 
ment for information concerning, and for the payment of, his own 
and others* taxes would be stated. If he were an ordinary indi- 
vidual or corporation. Part IV would not interest him, and if he 
were a peculiar kind of person, all the provisions affecting him 
which were different from those applying to ordinary persons 
would be together in one subdivision. I hope this sounds as ridic- 
ulously simple and natural to you as it does to me. 

On the basis of this skeleton outline, let us take up the substance 
of the tax. Incidentally, I shall have referred in what follows, I 
think, to every bill affecting the income tax introduced in Con- 
gress since the enactment of the Revenue Act of 1918. 

Part I. Computation of Tax 

RATES 

I am sometimes inclined to favor the abolition of the distinction 
between the normal tax and surtax. The difference is material 
only for the purpose of crediting dividends, interest on partially 
exempt government bonds and the personal exemptions, and an 
adjustment could be made of such of these credits as survive. 
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In any event, in common with most people, I am strongly in 
favor of modifying the higher rates of surtax. It stands to reason 
that a business man will be reluctant to embark on a venture in 
which the government will share nearly three-quarters of the net 
profits and not at all a net loss, and that an investor will put his 
money so far as he can in municipal bonds. This is not mer^y 
sound theory, but easily demonstrated fact. One way to reduce 
the evil results of tax-exempt securities is to reduce the surtax. 
Aside from the stultifying effect of high surtaxes in stifling busi- 
ness and industrial investment and so diminishing the tax revenue, 
it is undemocratic for the government to take so large a propor- 
tion of a man's income. The rates of surtax should be revised so 
that on incomes of $100,000 or over, the tax, including any normal 
tax, should certainly not exceed fifty per cent on any part of the 
income. I hope and believe the maximum can be made lower. 

With respect to corporations, it may be argued that the present 
income tax, or a tax at a rate equal to the lowest rate of the in- 
come tax on individuals, should be retained, on the ground that a 
corporation is an entity and should be taxed as such, regardless of 
the tax position of each of its stockholders. In such event, the 
present credit of dividends or an equivalent provision should re- 
main. But in view of the proposed tax on imdistributed profits, it 
would probably be better to eliminate any tax on the entire net in- 
come of a corporation, subjecting the dividends paid out of such 
income to tax like other income in the hands of the stockholders. 

Assuming that the highest rate of income tax on individuals will 
be fifty per cent, I am inclined to favor the serious consideration, 
at least, of a tax of the same rate on the net income of corporations 
for the taxable year which shall not have been distributed in 
dividends by March 15 of the following year, such undistributed 
income to be free from the individual tax if thereafter distributed. 
Any such rate as fifty per cent at first sounds startlingly high, and 
should be lower if the highest rate of the individual tax is lower, 
as preferably it should be. The argiunents for this proposal are 
briefly as follows : 

1. Even though no dividends be paid, the tax would quite often 
be less than the income and profits tax for 1918. 

2. If half the net income were distributed, the tax would be 
equal to twenty-five per cent of the total net income and would 
yusually be less than the income and profits tax for 1919. 

3. If four-fifths of the net income were distributed, the tax 
would be equal to ten per cent of the total net income and would 
usually be about the same as the present income tax would be, 
without the excess profits tax. 

4. The corporation would be free to declare dividends out of 
any part of its surplus it might specify, there being no need for 
the present statutory presumption, for unless it had some good 
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reason to the contrary, the corporation would naturally pay divi- 
dends out of its most recently accumulated untaxed profits. 

*5. The additional tax, considering the situation of each stock- 
holder, would in effect be reduced by the extra tax which he would 
have had to pay if his share of the income taxed to the corpora- 
tion had been distributed to him, and, in the case of a stockholder 
liable to the highest rate of tax, would be reduced to nothing. 

6. There would be no double taxation of the same income, which 
now is often subjected to a profits tax in the hands of the corpora- 
tion and what is left to surtax in the hands of the individual. 

7. Corporations needing to accumulate most of their profits could 
pay dividends in scrip, taxable like cash dividends, which could be 
made convertible into stock on attractive terms, and could accord- 
ingly defer or avoid the payment of cash. 

8. Finally, no lower rate than the highest rate of the tax on indi- 
viduals would accomplish the desired object of substantial equality, 
for with a twenty per cent rate, for example, a corporation with a 
majority of its stockholders liable to the higher rates would tend 
never to distribute its profits and all corporations would be subject 
to factional disputes. 

If this proposal were adopted, the net income of a corporation 
would, in general, be determined like that of an individual, except 
that the dividends paid out of income of the taxable year up to 
March 15 following would be excluded from gross income. 

The outstanding objection to such a tax is the danger of un- 
wisely forcing the distribution of profits that should be retained in 
the business. This and other objections may be minimized by 
various expedients so as possibly to overcome most of their force. 

I understand that the Committee on Federal Taxation of the 
National Association of Credit Men favors a plan along these 
lines, except that they suggest a corporation undistributed earnings 
tax at a graduated rate. Unless the factor of invested capital be 
retained, I cannot see how such a tax could be worked out so as 
to insure equality and equity. 

In his letter of March 17, 1920, to the Ways and Means Com- 
mittee, the Secretary of the Treasury asked consideration of a 
scheme to reduce the surtax on incomes saved and reinvested in 
property yielding taxable income. As I understand it, the plan 
would involve reducing by one-fourth or so the surtaxes on such 
income and at the same time limiting the total amount of such sur- 
taxes to the same percentage of the reinvested income as the rate 
imposed on the undistributed profits of corporations, assuming that 
such rate be less than the highest rate of surtax. This would 
necessitate the same hopeless task of separating an individual's in- 
come into two classes which has already been referred to in con- 
nection with equalizing the tax on individuals and corporations. I 
confess that I not only quail before such an undertaking, but can- 
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not bring myself to believe in its desirability. If a taxpayer in- 
vests part of his income for the taxable year in industrial bonds, 
so as to benefit from the lower surtax, and next year sells them 
and buys an automobile, what can be done about it? As a prac- 
tical matter, the scheme would amount to a general reduction of 
the surtax by a highly complicated method. 

The differentiation in the English income tax between earned 
and unearned incomes apparently has no great number of advo- 
cates in this country. The Royal Commission on the Income Tax, 
while approving the principle, recommends diminishing the differ- 
entiation to about one-tenth and making no distinction between 
earned and unearned income of over £2,000. This leaves little to 
fight over. It would be a misfortune for us to get into this muddle, 
which in a different form embodies the same problem of separa- 
tion of income. 

No light has been shed on the problem of rates by any measure 
now pending in Congress. Two bills would increase the surtaxes 
on individual incomes of over $100,000 to 100 per cent of the net 
income in excess of $500,000, and beginning with the year 1920 
would, in lieu of the excess profits tax, impose these same surtaxes 
on the net income of corporations in excess of $3,000 and a fur- 
ther credit of eight per cent of the invested capital.^ Another bill 
is to the same effect, except that the surtax would be 100 per cent 
of the net income above $250,000.^ Of course, a wealthy individual 
would have to pay 108 per cent on part of his income, and a large 
corporation obliged to pay 110 per cent on all net income over 
$250,000 or $500,000 would promptly disintegrate. Only a Bolshe- 
vist mind could conceive anything like this. 

A proposed joint resolution would compute the profits tax for 
1919 by applying the normal ratio of earnings to expenditures of 
the prewar period to the expenditures of the taxable year, and after 
deducting the result from the net income by taxing the balance of 
the net income at the rate of forty per cent.^ Another bill would 
continue the 1918 profits tax rates through 1919 and 1920, calling 
the war profits credit a surplus profits credit* 

It is enough to say of these bills that most of them deserve the 
attention of the fool -killer. 

CREDITS 

Other provisions of the present statute properly within the scope 
of our proposed Part I dealing with the computation of the tax, 
are the credits against net income, if retained as such, the credits 

iH. R. 13,745, Apr. 22, 1920; H. R. 13,771, Apr. 23, 1920. 
2 H. R. 13,786, Apr. 26, 1920. 
8 S. J. Res. 157, Feb. 13, 1920. 
* H. R. 13,572, Apr. 12, 1920. 
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against the tax itself, including the credit for foreign income taxes 
and for tax withheld at the source, and the special provision for 
fiscal years with different rates. 

The personal exemptions and credit for dependents are probably 
about right as they are, for opinion seems* divided as to whether 
they should be higher or lower. In the event of the enactment of 
a gross turnover tax, however, they should be raised. A bill in- 
troduced at the last session of Congress proposed raising the ex- 
emption of a single person to $2,000 and of a married person to 
$7,000 and the credit for dependents to $400.*^ Another bill would 
increase the credit for dependents to $500.^ By comparison with 
the English personal exemptions, ours are already high, and if 
upon a revision of the statute they should be taken as deductions 
from gross income, their net effectiveness would be somewhat in- 
creased. 

The present provisions for fiscal years with different rates, and 
others like it, intended to make possible, though at best difficult, 
the computation of taxes at different rates dn income of the same 
taxable year, should be made obsolete as soon as possible by stabi- 
lizing rates. 

Our ideal Part I should accordingly contain little more than the 
graduated rates of tax on individuals, the flat rate on corporations, 
and the credits against the tax itself. 

Part II. Income Subject to Tax 

Part II, dealing with income subject to tax, would be perhaps 
the most important division of the statute. As already intimated, 
it should carry gross receipts through the various eliminating, de- 
fining, refining and subtracting processes necessary to arrive at the 
residue of net income. 

The present statute starts with gross income. It does not go 
back far enough. Before we can fix our gross income, we must 
eliminate capital repa)mients and borrowings and part of the total 
income. The statute should indicate in general terms the differ- 
ence between the mere return of capital, borrowed capital and in- 
come. Then, from the various kinds of total income should be 
excluded certain items in calculating gross income. 

A general section on gross income should enumerate, as now, the 
more important kinds of income, but separate sections or subdivi- 
sions should be devoted to those sources of income requiring special 
definition or qualification. Some of these are compensation for 
personal services, rent and royalties, insurance and annuities, gifts, 
sales, exchanges of property, dividends and interest. 

5 H. R. 2261, May 22, 1919. 

6 S. 3,878, Feb. 6, 1920. 
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COMPENSATION FOR PERSONAL SERVICES 

The chief questions growing out of compensation for personal 
services involve tax-exempt compensation, compensation paid in 
property, and the allocation of compensation paid for several years 
in a lump. 

Especially in view of the recent decision of the Supreme Court 
in Evans v. Gore, further definition, in a revision of the statute is 
desirable to fix within limits as narrow as possible the exemption 
of state and federal salaries. A bill introduced in the last Congress 
tending in the opposite direction would exclude from gross income 
pensions paid by the United States to soldiers, sailors and their 
dependents, and to nurses.*^ In the interest of uniformity and sim- 
plicity such a provision is imdesirable, even though the result of its 
rejection might well be the payment of larger pensions and the 
consequent same ultimate effect. 

Compensation paid in property raises the always troublesome 
question of market value, but in not so acute a form as in connec- 
tion with the sale and exchange of property. As the party who 
pays the compensation may usually deduct it from gross income, 
he is as much interested in magnifying it as the party who receives 
the compensation is interested in minimizing it, so that, except 
where payer and payee are practically the same person, a rule that 
property received as compensation should be included in gross 
income at the valuation fixed by the parties would probably not 
result in material loss to the government. 

The spread of compensation over two or more taxable years will 
be taken up under sales of capital assets, which present similar 
problems. 

INSURANCE AND ANNUITIES 

The insurance and annuity provisions should be better worked 
out. A bill introduced in the last Congress tending to simplification 
of the insurance provisions, provides for excluding from gross 
income the proceeds of life insurance policies paid upon the death 
of the insured, no matter to whom, removing the limitation " to 
individual beneficiaries or to the estate of the insured." ® 

GIFTS 

Gifts have received a great deal of attention lately from tax- 
payers, Internal Revenue Bureau officials and Congress. In draft- 
ing income tax statutes, it has apparently been the feeling of Con- 
gress that public policy favored gifts, and their exclusion from 
gross income has borne rich fruit. The present legislative and ad- 
ministrative agitation seems to be chiefly directed to taxing in 

■^ H. R. 12,630, Feb. 19, 1920. 
8 H. R. 2,978, May 24, 19 19. 
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some way the now untaxed increment in value in the case of prop- 
erty worth more when given away than its cost. 

During the last session of Congress bills were introduced de- 
signed variously to tax income from the sale of gifts upon the 
basis of their cost to the donor ® and to tax the donee of a gift at 
the rate of five per cent of its value in excess of $2,000.^® The 
former proposal necessitates looking a gift horse in the mouth with 
a vengeance, and both proposals must be condemned from the 
standpoint of simplification of the tax, as well as of sound theory. 

As a matter of fact, practically the same situation exists when 
property is given inter vivos, when it passes by will or intestacy,, 
and when a corporation dissolves and distributes its property 'in 
kind. In none of these instances is appreciation in value included 
in gross income or is depreciation in value deductible from gross 
income. In the case of appreciation unrealized at the date of 
death, the estate tax is supposed to cover any loss to the govern- 
ment But if the gap is filled at all, it should be entirely stopped 
up, without adopting a mere makeshift in the case of gifts inter 
vivos. 

In an article in the Harvard Law Review for May, 1920, Pro- 
fessor Edward H. Warren advocates a tax on capital increment at 
the time when the capital passes from the owner^s possession, 
whether by gift or death, as well as by sale. The constitutionality 
of such a provision may possibly be subject to doubt, but I should 
much prefer trying it out, to the adoption of either of the pro- 
posals now before Congress. 

It may be interesting to note that in passing upon the moot 
question whether, upon paying a dividend in securities which cost 
it less than their present value, a corporation must regard as cur- 
rent income the increment in value of such securities, the Internal 
Revenue Bureau has invoked the language of Section 202 of the 
Revenue Act of 1918 that for the purpose of ascertaining- " the 
gain derived or loss sustained from the sale or other disposition 
of property'', the basis shall be, etc. The same provision would 
justify the position that, without further legislation, appreciation 
in value of property given away, bequeathed, and distributed by a 
corporation upon dissolution, as well as distributed by a corpora- 
tion in the form of ordinary dividends, should be considered tax- 
able income upon the happening of each such event, regarded as a 
closed transaction. The state of New York, primarily, I believe, 
at the instance of Mr. H. M. Stein, formerly of the Internal Rev- 
enue Bureau, has taken a similar position, at least as to gifts. 

With the lowering of rates, the gift question should become less 
prominent, and it will be better to leave it alone than to decide it 
wrongly. 

H. R. 10,693, November 19, 1919; H. R. 14,198, May 24, 1920. 
10 H. R. 10,694, November 19, 1919. 
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SALES 

I 

In income from sales inhere some very practical problems which 
have not yet been satisfactorily worked out. Generally speaking, 
sales, according to what they cover, may be of stock in trade in the 
course of business or of capital assets, and may be of all or only a 
part of property of the same kind or of the same date of pur- 
chase. According to how they are made, sales may be for cash, 
on ordinary terms of credit, or on the instalment plan. 

The use of inventories disposes of all but minor questions in- 
volved in sales of merchandise for cash or credit. The chief diffi- 
culties arise in connection with 

1. Sales of capital assets; 

2. Sales of part of property; and 

3. Sales on the instalment plan. 

Considerable criticism has from time to time been directed 
against the inclusion in gross income of gains and profits arising 
from the sale above cost of property acquired for use or investment 
and not for resale in the course of the taxpayer's business. The 
contrary practice under the English income tax act has been cited 
with approval. But such gains seem truly income, their exclusion 
would complicate the situation and increase the exemptions whose 
ntmiber we are anxious to decrease, and, finally, the principle of 
taxing such gains has been recognized in all the modern United 
States income tax statutes and is too deeply rooted to be disturbed 
without compelling reasons. 

The critics always refer to the injustice of subjecting to the 
higher rates of tax * gains • from the sale of property which has 
gradually appreciated in value through several years. This objec- 
tion would not have so much weight if the higher surtaxes were 
reduced and the tax on corporations limited to the undistributed 
income, and does not go to the merits of the entire principle of 
taxing realized gains from the sale of capital assets, but it is seri- 
ous enough to warrant seeking a remedy which shall not be worse 
than the disease. 

Two bills have been introduced in Congress locking to the same 
remedy.^^ One provides for apportioning over the years the gain 
from the sale of capital assets, purchased more than four years 
previously and for reopening the returns of the taxpayer for the 
earlier years affected. The other, which passed the House and is 
before the Senate, is similar in purport, but rather more elaborate. 
It prescribes a three-year period instead of four, and applies only 
if the extraordinary income of this character for the taxable year 
amounts to more than twenty per cent of the entire gross income. 
Both bills cover as well compensation paid subsequently for per- 
sonal services extending over several years. 

11 H. R. 10,702, November 19, 1919; H. R. 14,198, May 24, 1920. 
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The trouble I have with these proposals is that they treat as in- 
come of preceding years what by the theory of the tax statute is 
income of the taxable year. Either the mere appreciation in value 
was income of the year in which it took place or it was not. All 
principles deducible from the statute affirm that it was not. Then, 
how can a fortuitous subsequent event put the income received and 
accrued in the taxable year back into a previous year ? Besides 
being faulty in theory, the remedy in the form proposed would 
cause endless complications. 

Income derived from the sale of capital assets is income of the 
year of the sale, and should be taxed in that year. The provision 
of the present statute that in the case of mines and oil or gas wells 
discovered by the taxpayer, the surtax attributable to the sale there- 
of shall not exceed twenty per cent of the selling price of such 
property affords some relief, but is scarcely capable of extension to 
cover sales of capital assets generally. The situation calls for a 
method of fixing the rate of tax which shall be as simple as pos- 
sible and yet shall apply with substantial equity to taxpayers of all 
grades of income. 

The suggestion that appeals to me most is that after computing 
such part of the tax for the taxable year as is applicable to the 
income, exclusive of any such extraordinary income, the tax on 
such remaining income be computed by (a) ascertaining the aver- 
age net income for the years during which the property was owned, 
(b) dividing the extraordinary income by the number of such 
years, (c) calculating at the rates for the taxable year the tax 
applicable to such fraction of the extraordinary income, if added 
to the average income ascertained as above, and (d) multiplying 
such tax by the number of years above referred to. This is more 
complicated to explain than to do, and would avoid the necessity 
of amended returns and recomputation of the tax for previous 
years. 

A bill introduced in the last Congress would change the basis of 
determining gain or loss on a subsequent sale, in the case of prop- 
erty held on March 1, 1913, from the fair market value as of that 
date to the fair market value as of that date or the cost thereof, 
whichever is higher.^^ The occasional hard case which this pro- 
vision would relieve scarcely justifies the violence done to principle. 

In the case of the sale of part of property purchased at one time 
or of indistinguishable property purchased at different times, we 
run into the problem of apportionment from a different angle. In 
the latter case, of which shares of the same stock acquired sep- 
arately provide a common example, it seems that the aggregate cost 
should be averaged for the purpose of determining gain or loss on 
a sale of any of the stock. This rule, which represents business 

12 H. R. 9,807, Oct. 8, 1919- 



THE SIMPLIFICATION OF FEDERAL TAXATION 139 

custom and which has been adopted by the Internal Revenue 
Bureau with respect to stock dividends, although it still adheres to 
its old practice of presuming first bought first sold in other in- 
stances, might well be prescribed in a revised statute. 

When a part of homogeneous property is sold, there is likewise 
no difficulty in apportioning the cost, and such apportionment should 
be required. But when a mixed aggregate of property is purchased 
for a luAp sum, the ubiquitous factor of market value enters again. 
Assume, for example, the purchase for a specified sum, of bonds 
and preferred and common stock, none of which has any ascertain- 
able market value. The regulations of the Internal Revenue 
Bureau direct that in such a case an apportionment of the cost be 
made, if practicable, and that otherwise no accounting for gain 
need be made until more than the original cost shall have been 
realized from sales of parts of the property. This leaves the door 
wide open in many instances to apportion or not as may suit the 
taxpayer's interest, and undoubted use is made of the opportunity 
to the disadvantage of the more conscientious. If apportionment 
of cost is to be required at all, and it is hard to see how it can be 
avoided, I am inclined to think it should be made mandatory in all 
cases. It is certainly less impossible to divide up a fixed considera- 
tion than to determine the market value of two unmarketable pieces 
of property in connection with exchanges of property. 

A bill sponsored by the Treasury Department and passed by the 
House adopts the administrative regulation noted above with refer- 
ence to determining the cost of stock received as a dividend and 
further provides, if the old and new shares differ materially in 
character or preference, for an apportionment of the cost as nearly 
as may be in proportion to the respective values of each.^^ The 
language of this bill could well be extended to cover all sales of 
parts of property. 

In sales on the instalment plan there exists the problem of ap- 
portioning the selling price, and not the cost as in the case of sales 
of part of property. As a rule, income from the sale of property 
cannot be said to have accrued until the property is delivered or 
conveyed, for so long as the seller has still to perform the contract 
on his part, there is no imconditional obligation running from the 
buyer. Unless, therefore, the seller actually receives in advance 
more than the cost to him of the property, the date of delivery or 
conveyance is the time for accounting for gain or loss. This must 
be true of ordinary sales for cash or on credit. 

But in instalment sales, regardless whether the transfer of the 
property precedes or follows any of the pa)mients, the Internal 
Revenue Bureau, within limits, permits the seller to account when 
it is made, for the proportion of profit in each instalment payment. 

^3 H. R. 14,198, May 24, 1920. 
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This permission should be extended to all instances where property- 
is sold for cash and deferred pa)rments, provided the taxpayer is 
reasonably consistent in his method of accounting. Especially if 
the rates are stabilized, there should be no objection to the ten- 
dency to spread income over several years. That, of course, is the 
result aimed at iii the proposals already discussed with respect to 
income from the sale of capital assets. There is a sharp distinction 
between this situation, which involves the spread of income over 
contiguous years, and the failure to apportion cost in the case of 
the sale of a part of property, which may mean the indefinite post- 
ponement of any accounting for profit. 

EXCHANGES 

The subject on which I feel the most doubt and uncertainty, 
probably because I have studied it more than any other provision 
of the income tax law, is the treatment of exchanges of property. 
Of one thing only am I certain, the existing body of law and reg- 
ulations provides a sore spot which needs heroic treatment. 

Theoretically there is nothing the matter with regarding an ex- 
change of one piece of property for another as two sales and two 
purchases, the selling price and purchase price in each case being 
the assumed equal value of the two properties at the time of sale. 
Each party sells his property for a price equal to the fair market 
value of the other property in terms of money. You need only 
consider each party in turn as the seller, and it all becomes clear. 

But unfortunately two very practical difficulties are soon met. 
In the first place, what is fair market value ? Has all property got 
it ? If not, where is the line drawn ? In the second place, what is 
a real exchange? If what you get is an interest in what you had 
before, have you realized a gain or loss ? 

Market value has been so much discussed that I can add nothing 
new. It becomes material also in the case of the subsequent sale 
of property owned on March 1, 1913, in the case of the discovery 
of mines and oil or gas wells, in the case of the apportionment ol 
the cost of mixed property, and in the case of compensation re- 
ceived in property. But these situations perhaps occur less fre- 
quently and usually present features that help to a determination. 
At any rate, no one is so hardy as to contend that the fixing of 
market values in the exchange of property is not often a wellnigh 
hopeless problem. 

The other principal difficulty is deciding whether there has been 
more than an exchange in form only. This arises chiefly in con- 
nection with the organization and dissolution of corporations and 
partnerships and with intercorporate transactions. The exception 
in the statute exempting from tax the exchange of stock and 
securities for other stock and securities of no greater par or face 
value upon the reorganization, merger or consolidation of a cor- 
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poration does not adequately meet the situation, and the limitation 
on par or face value is meaningless since stock dividends have 
been held not income. 

Dr. Adams has at one time or another proposed several further 
exceptions or reservations to Section 202 of the Revenue Act of 
1918 as a method of coping with the present unfortunate state of 
affairs. I have most of the time been in substantial accord with 
him, and I think his proposals would have an ameliorating effect. 
But they necessarily add fresh complications. In my present state 
of mind I should be inclined to approach the subject from the 
opposite direction. 

Practically, in these times of the universal use of a money 
mediimi of exchange, the principles of the barter of commodities 
mean little to the average man. A farmer who trades a colt he 
has raised for another horse, an owner of real estate who trades 
one lot for another, a merchant who incorporates his business, 
none of these supposes for a moment he has realized any income. 
What Mr. Justice Holmes in his opinion in Eisner v. Macomher 
calls " the common understanding " surely has weight against mere 
theory. 

On the other hand, a farmer who takes a note for his colt, an 
owner of real estate who exchanges a lot for liberty bonds, a mer- 
chant who turns over his business for the bonds of a new corpora- 
tion, each of these will usually calculate a gain or a loss. He has 
no money, in terms of which alone he estimates his worth, but he 
has something that calls for money sooner or later. The business 
man can usually readily put a value on notes, bonds and other 
securities, which, like accounts receivable, merely evidence in- 
debtedness. 

Suppose, then, when property is exchanged for other property, 
the property received in exchange, for the purpose of determining 
gain or loss, be treated as the equivalent of cash to the amount of 
its fair market value only if representing an unconditional obliga- 
tion to pay a definite sum of money on demand or at a future time, 
except possibly in the case of exchanges of certain specified fur- 
ther kinds of property whose market value is easily determinable 
and which are closely equivalent to cash in the mind of the average 
man. In other words, instead of starting with the proposition that 
exchanges are taxable and trying to specify exceptions to meet all 
possible situations, start with the proposition that exchanges are 
not taxable except in clearly defined instances where the property 
received in exchange actually approximates cash. 

This suggestion might be indefinitely elaborated, but there is no 
time for it here. Of course, in the case of a mixed consideration 
we should run into the problem of apportionment just as under 
sales. 
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DIVIDENDS 



With respect to dividends, the complications now existing would 
be simplified by the proposals already made. Dividends would be 
taxed like any other income unless paid out of income taxed to the 
corporation. In that event, they would be entirely excluded or de- 
ducted from gross income. There need be no statutory presump- 
tion of the source of the pa)mient, except possibly that surplus 
accumulated since February 28, 1913, should be deemed first dis- 
tributed. Distributions of surplus earlier accimiulated and distri- 
butions in liquidation would be of capital and would be applied on 
the cost of their stock to the stockholders. 

The various proposals to get around the decision of the Supreme 
Court by in effect taxing stock dividends indirectly could be for- 
gotten, if corporations were taxed on their undistributed income. 
It would be a matter of indifference to the government whether 
the income so taxed were left in the form of surplus or transferred 
to capital account. 

A bill introduced in the last Congress would impose an excise 
tax of fifteen per cent of the face value of the shares, upon the 
exercise of the right to pay a stock dividend,^* and another bill 
would add to the capital stock tax a special tax on corporations 
that have paid stock dividends at the rate of ten per cent of the 
fair average value of the shares, up to $100,000, fifteen per cent 
up to $500,000, and twenty per cent in excess of $500,000.^*^ 
Whatever happens, I think any attempt to tax stock dividends 
would not be worth the general irritation it would cause. 

INTEREST 

Interest brings up the vexatious subject of tax-exempt income. 
The inquiry here is not what is income: interest presents few 
questions of that character. The difficulty is in preventing im- 
portant species of income from escaping their proper burden of 
taxation. 

It may be stated at once that any material extension of the ex- 
isting exemptions would be a calamity. Such a suggestion as 
exempting interest on mortgages on improved real estate should be 
crushed without temporizing with it. My experience in the In- 
ternal Revenue Bureau taught me that an exception or exemption 
is like a hole in a stocking and left me with a fanatical horror of 
the things, doubtless not generally shared. But here the evil has 
spread so widely as to excite general alarm. 

The present exemptions comprehend interest upon 

1* H. R. 13,074, March 15, 1920. 
15 H. R. 13,572, April 20, 1920. 
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1. Obligations of a state or political subdivision thereof; 

2. Obligations of a territory or political subdivision thereof 
or the District of Columbia ; 

3. Obligations of the United States; and 

4. Securities issued under the Federal Farm Loan Act and 
by the War Finance Corporation. 

The problem, as I see it, is how best to restrict these exemptions 
and if possible reduce them. 

Three bears bar progress : 

(a) Constitutional law; 

(b) Contract law; 

(c) Good faith. 

With respect to class 4, securities issued under the Federal Farm 
Loan Act and by the War Finance Corporation, the exemptions of 
the interest on which are provided for by the statutes under which 
they are issued, the law of contracts forbids any impairment of the 
exemptions. As to such securities already issued, nothing can be 
done. But the statutes can be amended and the exemptions abol- 
ished as to further issues. The limited exemption of War Finance 
Corporation bonds is not by itself serious: the unqualified exemp- 
tion of farm loan bonds is a menace to private enterprise. 

A somewhat similar situation exists with respect to part of class 
3, obligations of the United States, including Liberty Loan bonds 
and Victory notes, as well as Treasury certificates of indebtedness, 
although only the last are susceptible of further issue. The law of 
contract, applying to the terms of their issue, here also prevents 
diminution of the exemptions. We can only wait patiently for the 
maturity of the different issues. But at the risk of slightly en- 
larging the exemptions, they cry out for simplification. 

Two bills were introduced in Congress at the last session to 
simplify the exemptions of Liberty bonds.^® Excluding the first 
Liberty Loan Syi per cent bonds and the 3}i per cent Victory 
notes, which are entirely exempt, and the 4^ per cent Victory 
notes, which carry no exemption from surtax, and passing by the 
total exemption of all the issues from the normal tax, these bills 
propose to make uniform the exemption from surtax of the 4 and 
4J4 per cent Liberty bonds. This modification of the present acts 
is certainly worthy of cordial support. 

In the ease of other obligations of the United States, and pre- 
sumably of class 2, obligations of a territory or political subdivision 
thereof and the District of Columbia, the exemptions pertaining to 
which are embodied merely in the Revenue Act of 1918 and not in 
the acts under which they are issued, the law of contract inter- 
poses no bar to a repeal. Nor does any principle of constitutional 

10 H. R. 13,355, March 20, 1920, and H. R. 14,198, May 24, 1920. 
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law. For my own part, the argument as to good faith makes little 
appeal. The history of taxation scarcely seems to justify the 
assumption that in adopting the Revenue Act of 1918 Congress 
represented that it would never tax territorial securities. 

Class 1, obligations of a state or political subdivision thereof, 
presents a problem transcending in permanence and importance 
the other divisions of the subject. Here we are bothered neither 
by the law of contract nor by the maintenance of good faith, but 
the fundamental principles of our form of government stand in the 
way of thorough-going reform. An amendment to the Constitution, 
permitting the taxation of interest on state and municipal obliga- 
tions at no higher rate than interest on private and federal obliga- 
tions would seem desirable and not in serious derogation of funda- 
mental principles. 

A bill has been introduced in Congress ^^ providing for com- 
puting the surtax just as if tax-exempt interest were included in 
gross income. This is surely rather naive. My understanding of 
a suggestion made by the Treasury Department at one time is that, 
for the purpose of ascertaining the rates of surtax, tax-exempt in- 
come should be treated provisionally as gross income, but that the 
final tax should be less the tax at the lowest rate attributable to 
the amount of tax-exempt income. In other words, the tax-exempt 
income would be used merely to boost the remaining income to the 
higher rates. This expedient might work well in some cases, but 
it would not affect an investor who put all of his funds in municipal 
bonds, so that he had no taxable income. In any event, the device 
should except from its operation Liberty bonds. Federal Farm Loan 
bonds and War Finance Corporation bonds, where good faith de- 
mands that the spirit as well as the letter of the contract be kept. 

DEDUCTIONS 

Deductions from gross income are no exception from the neces- 
sity of simplification. In the model statute the section on deduc- 
tions should enumerate the various classes of allowable deductions 
from gross income and should describe each in a separate sub- 
division, much as in the present statute, including business ex- 
penses, contributions, interest, taxes, losses, depreciation and de- 
pletion. 

BUSINESS EXPENSES 

Under business expenses, however, instead of in an unrelatea 
section, capital expenditures and personal expenses should be dis- 
tinguished. 

By the suggested rearrangement of the tax on individuals and 
corporations we find that the perennial problem of salaries would 
automatically be solved. The annoyance of having the Internal 

17 H. R. 10,872, Dec. 4, 1919. 
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Revenue Bureau arbitrarily pass on the value to a corporation of 
an officer's services would be a thing of the unlamented past, be- 
cause, for tax purposes, it would make no difference whether in- 
come were paid out in salaries or distributed in dividends. 

A hill introduced in the last Congress would permit the deduc- 
tion of traveling expenses, including expenses for meals and lodg- 
ing, while away from home incurred in the pursuit of a trade or 
business.^® The difficulty of administering such a provision would 
probably overbalance any slight gain in equality. 

CONTRIBUTIONS 

The corporations have felt aggrieved out of all proportion to 
the importance in dollars and cents of the matter, because of their 
inability to deduct Red Cross and similar contributions of a patriotic 
or charitable nature. As by the laws of their incorporation cor- 
porations generally are prohibited from making gifts, and only 
extraordinary circumstances would justify gratuitous payments, 
there could be little harm in extending to corporations the same 
allowance for the deduction of contributions as in the case of 
individuals. 

On the other hand, as such gifts yield no revenue and as fifteen 
per cent of his net income is a pretty generous allowance for the 
benefactions of the ordinary person, I am inclined to oppose a bill 
introduced in the last Congress to increase the limit to fifty per 
cent of net income.^® Another bill would extend the allowance to 
contributions to corporations organized and operated exclusively 
for patriotic or memorial purposes.^^ This is probably imobjec- 
tionable, if the memorial purposes be public. 

TAXES 

A bill introduced in the last Congress would allow the deduc- 
tion from gross income of income and profits taxes, as well as all 
other taxes except those for local improvements. In the case of 
income taxes imposed by foreign countries this would apparently 
have the effect of allowing both their deduction from gross income 
and their credit against the tax itself.^^ 

This provision would also raise the question whether the taxes 
should be deducted in the year for which assessed or in which 
payable. Certainly a definite rule would be necessary here and 
highly desirable in the case of all taxes. 

18 H. R. 11,729, Jan. 13, 1920. 
i» H. R. 11,923, Jan. 20, 1920. 

20 H. R. 14,207, May 24, 1920. 

21 H. R. 12,822, Feb. 28, 1920. 

10 
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LOSSES 

The present statute provides in different places for the deduc- 
tion of losses in general, bad debts, inventory losses and net losses. 
The provision for inventory losses was a rather unsatisfactory 
temporary expedient. With the stabilizing of rates, any such de- 
vice becomes unnecessary. The deduction for net losses should be 
continued, except that logically and conveniently a net loss for 
one year should be deducted from the gross income of the follow- 
ing year instead of the preceding year. I have never been able to 
perceive why the gain in simplicity by permitting individuals, like 
corporations, to deduct all kinds of losses would not more than 
offset any slight loss of revenue resulting from the broadening of 
the present language. All the provisions relating to losses and 
bad debts should be grouped together. 

AMORTIZATION 

• 

Amortization, as such, will continue to give a lot of trouble for 
several years in the settlement of claims already made, but for- 
tunately it is a temporary annoyance. In ordinary times its place 
is adequately filled by deductions for depreciation and obsolescence. 
At present about the only clear feature of amortization is that it 
is not permitted before January 1, 1918, while no two people agree 
on the theoretical date of termination in general or on the actual 
date of termination in any particular instance. 

Based on experience in a number of cases and some knowledge 
of a number of others, I make the diffident suggestion, in the in- 
terest of simplification and approximate justice, that amortization 
be taken entirely in the year 1918 where the property was perma- 
nently discarded not later than the end of the year, and that in all 
other cases it be spread over 1918 and the first three months of 
1919. It will be recalled that the Internal Revenue Bureau pre- 
scribed substantially this method for temporary purposes in the 
regulations, and probably some taxpayers adopted it. Certainly the 
instances in which the spread should extend beyond April 1, 1919, 
are exceptional. 

The basis of the allowance is quite another matter and the time 
of a return to stable postwar conditions properly has no relation 
to the period of spread. 

NET INCOME 

Net income is the resultant of the various factors of income and 
deductions, as properly defined and explained in our ideal Part II, 
dealing with income subject to tax, some of which have been dis- 
cussed All these factors must be considered with reference to 
whether they are to be given effect in a return for any particular 
taxable year This depends largely on the method of accounting 
regularly employed by the taxpayer. A controversy has raged re- 
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garding the relative merits of cash and accrual accounting, it being 
generally recognized, however, that neither method could be pre- 
scribed by statute or regulations to the exclusion of the other. 

With the stabilization of rates and the allowance of a deduction 
for a net loss of the preceding year, this question should become 
less acute. The confusion of the past few years has been worse 
confounded by the taxpayers battling to allocate income to 1917 or 
1919 and deductions to 1918, and by the Internal Revenue Bureau 
with almost equal zeal, straining to throw all doubtful income into 
1918 and deductions into 1917 or 1919. The problem of what is 
income has almost been overshadowed by the fight over where 
undoubted income belongs. The rates, whatever they are, should 
be settled once for all, for a few years at least. 

Much can be said for the English method of imposing the tax 
on the basis of the average income for three years, and while such 
a system is probably unsuited to our situation, reasonable latitude 
should be allowed taxpayers in allocating income or deductions to 
one year or another, provided their practice is consistent and not 
in violation of sound accounting. Not being an accountant, I can- 
not see why a combination of cash and accrual accounting may 
not in some cases be convenient and proper. 

Part III. Collection of Tax 

Part I of the model statute would show a typical individual or 
corporation taxpayer how to compute his tax, while Part II would 
show him how to determine his net income, the sole basis of the 
tax, if invested capital be assimied to be no more. But in addition 
to computing his tax the taxpayer must report it and pay it, and 
he may also have certain duties to perform in reporting and pay- 
ing part of the tax of other people. So Part III is necessary to 
deal with the collection of the tax, including withholding at the 
source, information at the source, returns of income, payment of 
the tax, enforcement of returns and payment, and claims for abate- 
ment, credit and refund. 

WITHHOLDING AT THE SOURCE 

Withholding at the source of income of nonresident alien indi- 
viduals and nonresident foreign corporations is undoubtedly essen- 
tial if any serious attempt is to be made to tax them. Under a re- 
arrangement of the taxes on individuals and corporations, as earlier 
described, withholding should perhaps be at the lowest rate of the 
tax on individuals, in the case of both individuals and corporations, 
requiring them to render returns if they desire the benefit of de- 
ductions. 

But the colorable withholding now prescribed in the case of in- 
terest on tax-free covenant corporate securities is not worth the 
trouble it makes to the bondholders or anyone else. At the current 
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rates of tax, a saving of two per cent on bond interest is little 
more than a crumb. Many of the new bond issues containing tax- 
free covenant clauses except federal taxes from their operation. 
The provision is practically obsolete and should be omitted in a 
revision of the statute. 

INFORMATION AT THE SOURCE 

The provision for returns of information should be broad enough 
to afford the Internal Revenue Bureau every assistance in locating 
taxable income, but by regulation the Bureau should require such 
returns only to the extent found by experience to be really help- 
ful. The simplification of ownership certificates and other report 
forms is an administrative and not a legislative problem. 

RETURNS OF INCOME 

The return of income in a vast number of cases is the sole an- 
nual point of contact between the taxpayer and the government. 
It is a report of the taxpayer's net income subject to tax, with a 
computation of the tax thereon, on which the government must 
rely in fixing the share of the total tax burden of the country, 
which the taxpayer is called upon to pay. An audit may or may 
not come later. If a taxpayer understates his income, whether 
honestly or dishonestly, it tends to necessitate imposing a dispro- 
portionate portion of the burden on others. It is of the utmost 
importance, therefore, that the taxpayer be given no excuse to 
make mistakes. 

The form of the return should be in mind while the statute is 
being drafted. I do not go so far as -to say that .the statute should 
be drawn to fit the return form, but certainly the substance is little 
or nothing if the form, whether of the statute or of the return, 
conceals rather than reveals the substance. Form and substance 
should cooperate, not defeat each other. 

The model return form should consist of four pages, letter size, 
and should be made up somewhat as follows : 

Page one should contain the heading, general instructions, clearly 
and briefly expressed, and lines and columns arranged to show 
step by step the computation of the tax on the basis of the figure 
of net income to be inserted in line one. The sections of Part I 
of the statute, dealing, it will be recalled, with the computation of 
the tax, should be cited, as application is made of them. 

Page two should contain lines and columns arranged to show 
step by step the progress toward the determination of net income, 
in the order laid down in Part II of the statute, dealing, it will be 
recalled, with income subject to tax. The sections of the statute 
should be cited as application is made of them. Each common 
species of income and each deduction should be allotted a line or 
lines, the final line showing the resultant net income. 
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First, however, should be a line for the aggregate receipts of 
the taxpayer, the term " receipts " being used to include or mean 
accruals, where appropriate. This figure would cover the return 
of capital and borrowed money, as well as the total income. Then 
should come lines providing for the subtraction of capital returns, 
of borrowed money and of tax-exempt income, the remainder 
being the gross income. It is to be hoped that there would be little 
income exempt from tax, but if the possible kinds were too numer- 
ous for each to be allotted a separate line, a classification could be 
called for in a schedule to be attached. 

This scheme of starting with aggregate receipts was suggested 
to the Internal Revenue Bureau in connection with the preparation 
of forms for the return of the 1918 tax, but too late to be seri- 
ously considered. The notion, which still impresses me as logical 
and practical, was that in the usual return forms, too much latitude 
is permitted the taxpayer in deciding ex parte what is capital and 
tax-exempt income. All he has to do is to start with what he 
regards as gross income. This loophole for mistakes has been 
partially recognized in providing for the total sales in the case of 
business income and for a statement of interest received on Lib- 
erty bonds, but it is believed that the need of setting down his 
total receipts and working down from that figure to gross income 
would tend to minimize careless estimates of gross income by a 
taxpayer. 

It may be noted, parenthetically, that the form of return for a 
general turnover or gross sales tax could advantageously be drawn 
to start with the same figures. 

Page three of the form should contain any special lines and 
columns required to take care of the special situation of any of the 
peculiar species of persons to be separately treated in Part IV of 
the statute, as discussed hereafter, except, of course, to the extent 
that special return forms might be provided for them. 

Page four and any unused part of page three should contain, if 
possible, the sections of Parts I and II of the statute, relating to 
the computation of the tax and to income subject to tax. If the 
statute is well drawn, its exact provisions would be more informa- 
tive than any paraphrase by the Internal Revenue Bureau. 

To the preparation of such a form, and to the nice phrasing of 
the instructions and the general arrangement, the best talent of the 
Internal Revenue Bureau could profitably devote weeks of their 
time. I am not scornful of the present forms. The forms used 
for 1918 particularly, were necessarily issued under high pressure, 
and it is a marvel that they proved at all adequate. The officers 
of the Internal Revenue Bureau are always rushed for time. But 
I suppose I am a crank on the subject of form, and it always seems 
to me such a pity when, after devoting days to a problem, its solu- 
tion is expressed in the first sloppy language that comes to hand 
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or mind. What is the most brilliant idea, the soundest logic, 
worth if it does not get across? 

PAYMENT OF TAX 

A bill introduced in the last Congress would permit payment of 
not more than one-fourth of income and profits taxes in bonds of 
the United States at face value.^^ Ti^ig jg rather a question of ex- 
pediency for the Treasury Department than a tax question. 

ENFORCEMENT OF RETURNS AND PAYMENT 

A reform as to the need of which opinion is and should be prac- 
tically unanimous is the application of the principle of stare decisis 
to settlements and decisions made by the Commissioner of Internal 
Revenue. As matters have stood a taxpayer's case may be re- 
opened indefinitely, to his extreme annoyance, and generally to 
the regret of the officials of the Internal Revenue Bureau. A bill 
sponsored by the Treasury Department would permit a taxpayer 
and the Commissioner, with the approval of the Secretary of the 
Treasury, to reach a binding agreement regarding the disposition 
of any case.^* The same bill would allow the Commissioner to 
apply, without retroactive effect, a regulation reversing a former 
regulation, unless the reversal were necessitated by an opinion of 
the Attorney General or a decision of a court. 

The prompt and authoritative decision of questions of tax law 
by the courts is another great need. This is emphasized by former 
Solicitor Robert N. Miller in a recent address before the Ken- 
tucky State Bar Association. He suggests a circuit court of ap- 
peals for taxes, located at Washington, having appellate and to 
some extent original jurisdiction of tax cases, to be assisted by an 
expert accountant of the highest ability. Suggestions similar to 
this have been made in various forms by others and all should 
receive the careful attention of Congress. As ex-Commissioner 
Roper used to say, the Internal Revenue Bureau is primarily a 
tax-collecting agency and not a law-interpreting agency. The 
latter function belongs ultimately to a court of law and too few 
courts have sufficient time or special knowledge adequately to pass 
upon the considerable and complex problems arising in the very 
special field of taxation. 

Part IV. Persons Liable to Tax 

Parts I, II and III of our revised statute have fully covered 
typical individuals and corporations, that is to say, citizens, resi- 
dent aliens and domestic corporations. Any of these persons need 
not concern himself further. But other kinds of persons may be 

22 H. R. 13,557, Apr. 9, 1920. 
28 H. R. 14,198, May 24, 1920. 
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peculiarly affected by the tax, and Part IV is necessary to take up 
each of these in turn and to prescribe what is special to his case 
and unlike the case of typical persons. 

So, after defining what are citizens, resident aliens and domestic 
corporations. Part IV would provide for nonresident aliens ana 
foreign corporations, for estates and triists, including receivers, 
for partnerships, for insurance companies, for corporations exempt 
from tax, for governments and government employees, and for 
mine and well owners and operators. If the present order of 
things persisted. Part IV would also provide for personal service 
corporations, corporations utilized to avoid the surtax, affiliated 
corporations, and corporations having government contracts, but 
these classifications would be unnecessary if the tax should be re- 
arranged as suggested, and perhaps some of the classes first enu- 
merated could also be brought within the normal type. 

NONRESIDENT ALIENS AND FOREIGN CORPORATIONS 

The chief problem connected with nonresident alien individuals 
and foreign corporations is what income is from sources within 
the United States, particularly in the case of manufacturing and 
trading operations. The present statute is not very helpful and 
the administrative officials have been unable to find a rule that 
would fit most situations. Upon a revision of the statute it is 
possible that a studied phrasing of this provision might avoid 
many administrative difficulties. . 

The Royal Commission on the English Income Tax, which had a 
similar problem before it, approves of the principle of the division 
of a manufacturer's profit into manufacturing profit and mer chant- 
ing profit. It recommends that the mere purchase through a Brit- 
ish agent be deemed to give rise to no profit; that the alteration 
of goods in Great Britain after their purchase be deemed to result 
in a manufacturing profit, to be estimated by comparison with the 
profits of British manufacturers up to the stage of export ; and that 
generally in the case of a nonresident trading in Great Britain, 
where in default of any other method of calculating profits it is 
necessary to make an estimate of profits based on turnover, the 
percentage adopted should be fixed by reference to the results 
shown by British resident traders in the same class of business. 

Another source of doubt is the extent to which casual resident 
representatives of nonresident alien principals must make returns 
and pay the tax for them. By strong-arm methods the Internal 
Revenue Bureau has compelled many impossibilities of such repre- 
sentatives, such as rendering returns of income for their principals, 
when they knew neither their gross income nor the deductions to 
which they were entitled. Instead of brow-beating residents for 
information which often they have no means of securing, it would 
be preferable to restrict the liability of resident representatives to 
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withholding a flat rate of tax and to make it advantageous for the 
nonresident alien to see that a return is filed for him. 

PERSONAL SERVICE CORPORATIONS 

With reference to personal service corporations, it does not 
seem by any means certain that the effect of Eisner v. Macomber 
is to invalidate by implication, the present method of taxing them. 
However, the Treasury Department has sponsored a bill, which 
has passed the House, to do away with the existing machinery and 
instead, to tax personal service corporations as follows : 2* 

1. For 1918 and subsequent years to impose the same income tax 
as in the case of other corporations ; 

2. For 1918, ^to impose a tax of thirty per cent and for 1919 and 
subsequent years a tax of twenty per cent of the net income, in 
excess of a dividend credit consisting of a specific exemption of 
$3,000 plus the excess of the dividends paid, over any dividends 
received and deducted from gross income ; and 

3. To give any personal service corporation the choice of being 
taxed for 1918 and 1919 as provided in the present act. 

It will be noted that the same substitute for the profits tax^ 
already advocated for all corporations, is here proposed for per- 
sonal service corporations. For the reasons heretofore given, how- 
ever, I believe tha^ with the existing surtaxes, twenty per cent of 
the undistributed income is too low a rate to be effective, although 
the peculiarities of personal service corporations tend to make this 
objection less material. Such a corporation cannot accumulate its 
profits without running the risk of losing its personal service 
classification. 

EXEMPT CORPORATIONS 

Perhaps upon a revision of the statute the straggling list of 
exempt corporations can be coordinated and even possibly cut 
down. In view of the suggested rearrangement of the rates of tax 
on individuals and corporations, some of the exemptions would be 
superfluous. At any rate, on general principles, the exemptions 
should not be extended. 

A bill introduced in the last Congress for increasing the number 
of exempt corporations adds to the list incorporated estates organ- 
ized by the heirs, executors or administrators of deceased persons 
as a trust or holding company.^** Another bill would enlarge the 
exemption of cooperative associations to include all organizations 
of producers, organized and operated as sales agents, for the pur- 
pose of marketing the products of members, and all organizations 
of producers, not organized or operated for the profit of the organ- 

24 H. R. I4,i97» May 24, 1920. 

25 H. R. 8,574, Aug. 20, 1919. 
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ization as such, handling the products of members or of the organ- 
ization.2® 

MINE AND WELL OWNERS AND OPERATORS 

The existing special provision for the limitation of the surtax 
and profits tax in the case of the sale of mines or wells discovered 
by the taxpayer would become less necessary if the statute were 
revised as proposed. The special provision for exempting profits 
from gold mining from the profits tax would also go. 

A bill introduced in the last Congress would exclude altogether 
from gross income profits from gold and silver mining.^^ This 
seems unwarranted. 

Conclusion 
To sum up, I favor 

1. The abolition or transfer to another bureau of the regulatory 
taxes and prohibition enforcement ; 

2. The abolition of the trivial taxes and the capital stock tax ; 

3. The substifution for the remaining sales taxes of a general 
turnover tax at a low rate on sales of property, the use of prop- 
erty, choses in action and services, if after adequate study such a 
tax be decided to be practicable ; 

4. The abolition of the excess profits tax ; 

5. The revision of the form of the income tax act, the reduction 
of the rates of surtax on individuals, the imposition of the tax at 
a flat rate on only the undistributed net income of corporations, if 
no better expedient for equalization be discovered, and the simplifi- 
cation of the substance of the taxing act, in the direction of uni- 
versality and uniformity; 

6. The use of coordinated forms of returns for the purposes of 
the income tax and the sales tax ; and 

7. The restriction of internal taxes to the income tax, the in- 
heritance tax and the sales tax. 

APPENDIX 

Taxes Administered by Internal Revenue Bureau 

[The prefixed figures indicate the approximate yield for 1920 in millions 
of dollars, (r) indicates regulatory taxes and (t) indicates trivial taxes, as 
explained in the text.] 

I 



INCOME 
Income 

Excess profits and war profits 
(r) Child labor. 

II 



5,957 I 



INHERITANCE 
103 Estate. 

2« H. R. 13,696, April 20, 1920. 
2T H. R. 13,013, March 10, 1920. 
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III 
OCCUPATIONS 



(t) Tobacco manufacturers 

(t) Tobacco dealers 

(t) Brewers 

(t) Dealers in malt liquors 

(t) Rectifiers 

(t) Liquor dealers 

(t) Distillers 

(t) Manufacturers of stills 

(t) Oleomargarine manufacturers 

(t) Oleomargarine dealers 

(t) Renovated butter manufacturers 

(t) Adulterated butter manufacturers 

(t) Adulterated butter dealers 

(t) Filled cheese manufacturers 

(t) Filled cheese dealers 

(t) Mixed flour manufacturers 

(t) Opium manq/acturers 



t) Opium importers 

t) Opium dealers 

t) Opium dispensers 

t) Brokers 

t) Pawnbrokers 

t) Ship brokers 

t) Customhouse brokers 

t) Theatre proprietors 

t) Circus proprietors 

t) Exhibition proprietors 

t) Bowling alley and billiard room 

proprietors 

t) Shooting gallery proprietors 

t) Riding academy proprietors 

t) Automobile livery proprietors 

93 Corporations 



IV 



SALES 



A. Sales of Property 

(i) By manufacturer 

144 Automobiles 
13 Musical instruments 

3 Sporting goods 
(t) Chewing gum 
(t) Cameras 

23 Candy 

4 Firearms 
(t) Knives 

(t) Electric fans 

(t) Thermos bottles 

(t) Pipes 

(t) Vending machines 

(t) Liveries 

(t) Hunting garments 
15 Fur articles 

(t) Toilet soaps 

(t) Pleasure boats 
3 Playing cards 
90 Distilled spirits 
45 Fermented liquors 

5 Wines 

30 Soft beverages 

60 Cigars 

150 Cigarettes 

75 Tobacco 

6 Snuflf 



(2) To consumer 



(t) Carpets 

(t) Picture frames 

(t) Trunks 

(t) Bags 

(t) Purses 

(t) Lamps 

(t) Umbrellas 

(t) Fans 

(t) House coats 

(t) Waistcoats 

(t) Hats 

(t) Shoes 

(t) Neckties 

(t) Silk stockings 

(t) Shirts 

(t) Underwear 

(t) Petticoats 

25 Jewelry 

, /Toilet articles 
I Medicinal articles 

26 Soda water 



(3) By anyone 
to anyone 
(t) Works of art 
(See note) Real estate 
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<r) Narcotics 

<r) Oleomargarine 

(r) Adulterated butter 

(r) Renovated butter 

(r) ^Filled cheese 

(r) Mixed flour 

(r) White phosphorus matches 

B. Sales of Use of Property 

(i) Creation of right (2) Transfer of right (3) Creation or transfer 

<See A (i)) Automobiles ' 76 Admissions 

(See A (i)) Musical instruments 

-(See A (i)) Sporting goods 

(t) Chewing gum 

(t) Cameras 

<See A (0) Candy 

<See A (i)) Firearms 

(t) Knives 

(t) Electric fans 

(t) Thermos bottles 

(t) Pipes 

(t) Vending machines 

(t) Liveries 

(t) Hunting garments 

<Sce A (i)) Fur articles 

(t) Toilet soaps 

(t) Pleasure boats 

4 Motion picture films 

5 Dues 

6 Pullman accommodations 

C. Sales of C hoses in Action 

(i) Creation (2) Transfer (3) Creation or transfer 

(See note) Corporate securities 

Indemnity bonds (See note) Stock 

Time drafts 
Promissory notes 

{Marine insurance 
Fire insurance 
Life insurance 
Casualty insurance 
Future deliveries of cotton 
8 Future deliveries of produce 
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D. Sales of Services ' 

(i) Own services (2) Other^s services (3) Own and other^ 5 services 

(See note) Ocean passage 

Parcel post. 
130 Transportation by freight 
17 Transportation by express 
98 Passenger transportation. 
8 Transportation by pipe 
line. 
27 Telegraph and telephone 
service. 

(Note: Capital stock transfers yielded about 13 millions and other stamp 
taxes about 60 millions.) 

Chairman Holmes: Mr. Satterlee, in his eminently practical 
paper and pointed suggestions, has given us a great deal of mate- 
rial for discussion. Discussion, however, will be postponed until 
the reading of the other papers. The next paper on the program 
was written by George E. Cleary, also formerly in the Treasury 
Department, and will be read by Mr. John E. Walker, who is still 
associated with the Government, and particularly with Dr. Adams 
in his work at the present time. 



THE DISTRIBUTION OF FEDERAL TAXES ON 

BUSINESS 

GEORGE E. CLEARY 

Federal taxes on business have received much attention in recent 
years because of the large number of taxpayers directly affected, 
the heavy rates of taxation in force and the complexity and novelty 
of the systems of taxation adopted. It is perhaps not generally 
realized that in the last eleven years there have been no less than 
* six different bases for determining federal income and profits taxes 
and that the basis changed annually from 1915 to 1919 inclusive. 
The changes made from year to year were in most cases funda- 
mental and not only increased or diminished the burden but dis- 
tributed it differently among the different classes of taxpayers. • 

The most important of the federal taxes on business have been 
the income tax (with its predecessor, the corporation excise tax), 
the excess profits tax and the capital stock tax. The amount of 
such taxes which a given business organization paid has depended 
to a surprising degree upon the form in which that business was 
conducted, i. e. as a corporation, partnership, individual enterprise 
or trust. 

It is, of course, true that certain taxes may be wisely levied upon 
individuals which should not be levied upon corporations and vice 
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versa. For example, the surtaxes on individual incomes are pro- 
gressive, so that the larger incomes pay a larger percentage of the 
total income as tax. This is theoretically sound, for the larger 
income of the individual roughly indicates greatly increased ability 
to pay, though even here distinctions between income from ser- 
vices and income from investments or between income spent and 
income saved may be made. Such progressive surtaxes cannot be 
applied to corporations, however, because larger income does nov 
even roughly indicate increased ability to pay. The ownership of 
the corporation often is in the hands of thousands of small stock- 
holders whose individual share of the income is small. Corporate 
necessities are much more diverse than individual necessities. In 
such cases a distinction between the corporate tax and the indi- 
vidual tax properly may be made. 

It seems clear, however, that a given business should pay sub- 
stantially the same federal taxes, whether incorporated or unin- 
corporated. The form of organization should not be made the 
main basis for the distribution of the burden. As has been often 
pointed out, the federal tax system has in many cases burdened the 
corporation more heavily or the individual more heavily, without 
any apparent basis for the discrimination, and the present federal 
statute is lacking in the desired uniformity of burden. 

In order to see more concretely the changes made by the various 
federal statutes, the taxes of an individual and a corporation, simi- 
larly circumstanced in every respect except the form of organiza- 
tion, are contrasted and shown in the attached taWes. In Case I 
the business earns $1,000,000 per year on a constant capital of 
$4,000,000. Out of the $11,000,000 income received over the eleven 
year period from 1909 to 1919, A, who ran his business individ- 
ually, paid $2,181,678, or almost 20 per cent of his income, in fed- 
eral taxes. C, who organized his business as a corporation owned 
by him, paid directly and through the corporation a tax varying 
from a minimum of $934,844.50 (8.5 per cent of the total income) 
to a maximimi of $2,240,965.98 (20.4 per cent of the total income). 
The variation in C's tax would depend on the amount of dividends 
distributed by the corporation, a matter largely within his control. 
Since a substantial part of the earnings of a corporation usually 
are reinvested in the business and never distributed, the corporate 
form of organization on the whole probably paid less federal taxes 
than the individual over the period in question. 

However, if the taxes of small concerns are compared the result 
may be different. In Case II, we find that A, the individual, paid 
a smaller tax each year than C, who organized his business as a 
corporation, even if no dividends at all were distributed. Tables 
showing the annual taxes in both Case I and Case II are given 
below. 

The explanation of these results requires a brief statement of 
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the situation under each of the various statutes which have been 
in force. 

I. The Act of August 5, i^og — A Corporate Tax 

This statute imposed a tax on corporations equal to 1 per cent 
of the net income, and no corresponding tax upon individuals ex- 
isted. During the four years for which this law was effective, the 
tax burden under consideration was all on the corporation. Since 
the tax was but 1 per cent, the discrimination was not great, as we 
now know taxes. 

II. The Period during which Corporations had the Advantage 
Except where the Income was Small, (igij-igiy) 

During the next five years (1913-1917), although three different 
statutes were in force, business concerns in which each individual's 
share of the net profits was large enough to be subject to surtax 
paid less taxes if incorporated. 

(a) The Act of October 3, 1913 

This Act imposed a normal tax of 1 per cent on the net income 
of individuals and also a surtax at progressive rates of from 1 to- 
6 per cent. It applied only to income of individuals received or 
accrued after March 1, 1913. 

Under this statute if a corporation distributed all of its earnings 
to a single stockholder, the resulting surtax on the stockholder, 
added to the corporation tax, was substantially the same as the tax 
upon the similar business operated by an individual. There was a 
1 per cent tax against the corporation and the surtax of from 1 to 
6 per cent against the stockholder, which were equivalent to the 
normal and surtax on the individual. The taxes were, therefore, 
of approximately equal amount only if the corporation distributed 
all of its earnings as dividends. Since this was not usually done, 
the corporate tax burden was lighter. 

Thus we see that in 1914 in Case I, A, the individual paid a tax 
of $60,010, while the maximimi tax of C and his corporation was 
$60,050. The difference of $40 is due to the exemption of $4,000 
from normal tax allowed to the individual but not to the corpora- 
tion. If no dividends were distributed, however, the corporation 
paid $10,000 tax and the stockholder none. This gave a great ad- 
vantage to the corporate form of business. 

In Case II, we find this same difference of $40, the individual 
paying but $80 while the corporation pays $120. The dividends 
and earnings here are not large enough to become subject to sur- 
tax, so that it makes no difference whether dividends are dis- 
tributed or not. 

We may safely generalize with reference to the 1913 Act. In- 
dividuals had a $30 or $40 advantage in taxes over corporations 
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because of the personal exemption. But in cases where the net in- 
come was large enough to be subject to surtax ($20,000 or more), 
the corporate form of organization had a decided advantage, be- 
cause no surtax was paid on the undistributed earnings of the 
corporation. Of all business organizations, rich and poor, the 
large prosperous individual business paid the heaviest taxes. 

(b) Act of September 8, 1916 

This Act substantially doubled the rates previously in force, but 
made no change in the distribution of the burden. 

The same generalization as made with reference to the 1913 law 
applies to the 1916 law. If the net income was less than $20,000 
the individual had a slight advantage, amounting to $60 or $80 
tax, over the corporation. If the income exceeded $20,000 the 
corporation had a decided advantage because the undistributed 
earnings were not subject to surtax. 

(c) Act of October 3, 1917 

The Act of October 3, 1917, not only continued the income tax 
on both corporations and individuals but introduced a new tax, the 
excess profits tax. This tax, however, applied equally to corpora- 
tions, individuals and partnerships except that individuals and 
partnerships were given a larger exemption. This new tax there- 
fore, while greatly increasing the burden, increased it uniformly 
on all classes of taxpayers engaged in trade or business. 

The income tax rates for both corporations and individuals were 
greatly increased, but no great change took place in the distribu- 
tion of the burden, although the high rates made the discrimination 
against business operated by individuals and subject to surtax more 
important. This was partially offset by the fact that corporations 
were required to pay a 6 per cent income tax while the normal tax 
on iAdividuals was but 4 per cent. But corporations still paid no 
surtaxes on undistributed profits. 

We therefore find that in 1917 the individual had the advantage 
of a larger exemption from excess profits tax, of exemptions from 
the normal tax, and of a lower normal tax rate, but that the cor- 
poration had the advantage of retaining its undistributed earnings 
free from the surtax. 

The larger corporations also became subject to the capital stock 
tax. This was not a heavy tax but applied solely to corporations. 

The net result of this in the cases assumed was that in Case I, A, 
the individual paid a tax of $543,568 (54 per cent), while the 
maximum tax of C and the corporation was $535,740.30 (53.6 per 
cent) and the minimum tax was but $219,306.50 (21.9 per cent). 

In Case II, A, the individual paid $5,990.80 (23.9 per cent) 
taxes while the corporation and its stockholders paid at least $6,576 
(26.3 per cent), and more if dividends were distributed in excess 
of $5,000. 
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Up to the end of 1917, in those cases where the income was 
subject to surtaxes, the advantage possessed by the corporation, in 
paying no surtax on undistributed profits, more than offset the ad- 
vantages of exemptions, etc., possessed by individuals. In the 
numerous cases where the income was small, the individual or 
partnership had a small advantage in taxes over the corporation. 

In both the 1913 and 1916 Acts provisions were inserted to in- 
duce distributions by corporations and so to reduce the advantage 
enjoyed by the corporate form of business. The statutes provided 
for the imposition of the surtax on the stockholders even though 
the profits were not distributed, where corporations were formed 
or fraudulently availed of to avoid surtaxes, and unreasonable 
accumulations of profits were made presumptive evidence of an 
intent to escape the tax. In addition to this, the 1917 law provided 
for a tax of 10 per cent on profits remaining undistributed six 
months after the close of the year and not needed for the reason- 
able requirements of the business. These provisions helped to re- 
duce the discrimination against individuals but by no means offset 
it and were very difficult to enforce. 

III. The Period when Individual Form of Business was Most 

Advantageous (igi8) 

In 1918 the individual or partnership form of business had the 
imusual and great advantage of being permitted to incorporate 
prior to July 1, 1919, and to have that change of status be effective 
retroactively. This gave such concerns the option of paying cor- 
porate rather than individual taxes and placed them in the most 
advantageous position. 

An entirely different distribution of the burden was made by the 
Revenue Act of 1918, because individuals and partnerships were 
exempted frotn the war profits and excess profits taxes. The cor- 
porate profits were made subject 

(a) to an income tax of 12 per cent, 

(b) to the war profits and excess profits tax at very heavy rates, 

(c) to surtaxes on the stockholders if and when the profits were 
distributed, with a strengthening of the provision to induce distri- 
butions, and 

(d) to the capital stock tax. 

As contrasted with this the individual was subject to 

(a) a normal tax of 12 per cent with an equal or smaller exemp- 
tion than that given corporations, and in the case of citizens and 
residents a rate of 6 per cent on the first $4,000 taxable, 

(b) was exempt entirely from the war profits and excess profits 

"tax 

(c) paid the surtaxes on the entire income whether left in the 

business or not, 

(d) was not subject to the capital stock tax. 
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But for the special provision mentioned, it now would be very 
difficult to generalize. The corporation in 1918 retained its advan- 
tage of no surtax or undistributed profits, but to offset this, it was 
subject to a very heavy war profits and excess profits tax. In a 
very general way the war profits and excess profits tax of the cor- 
poration balanced or offset the surtaxes of the individual, but this 
was true only in a very general way. In any specific case the ad- 
vantage might be with one form of organization or the other. If 
the business earned large profits on a small capital, or expanded 
greatly during the years 1914 to 1918 so that it paid a heavy war 
profits and excess profits tax, the tax burden on the corporation 
was likely to be heavier than on the individual. If the war profits 
tax or excess profits tax was low, the corporate form of organiza- 
tion was more advantageous. 

The 1918 law, like all of the laws mentioned, was retroactive 
and taxpayers ordinarily would have had no opporttmity to deter- 
mine the form of organization under which they desired to operate 
with reference to the provisions of the statute. Congress recog- 
nized, however, the gross discrimination between competing con- 
cerns which might tal^e place and certain cases of great discrimina- 
tion against partnerships and individuals were called to its atten- 
tion. It therefore inserted an unusual provision in Section 330 
whereby businesses operated by individuals or partnerships could 
incorporate prior to July 1, 1919, and be taxed as if corporations 
from January 1, 1918. This gave individuals and partnerships, 
which were discriminated against by the 1918 law as compared 
with competing corporations, the opportunity to pay whichever 
taxes were less. There could be no great discrimination against 
such concerns for 1918. No corresponding option was given to 
those corporations which would have found it cheaper to dissolve 
and to be taxed as partnerships or individuals for 1918. 

In 1918, therefore, the position of the individual or partnership 
was much more advantageous than that of the corporation, because 
of the option provision. If the tax burden on the individual busi- 
ness was heavier than that on the corporate business, the individual 
was given the option to change the form of business organization 
^unc pro tunc. No such option was given to the unfortunate cor- 
poration which happened to encounter a heavy profits tax. It 
could not change except for the future. 

IV. The Present Sitiuition 

The Revenue Act of 1918 provided for certain changes from the 
1918 tax basis after that year. The chief changes as to corpora- 
tions were the relinquishment of the war profits tax of 80 per cent, 
the lowering of the excess profits tax rates, and the lowering of 
the income tax rate from 12 per cent to 10 per cent. This was a 
decided reduction in the corporate tax burden. The change as to 
11 
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individuals was a reduction of the normal tax rate from 12 per 
cent (6 per cent on the first $4,000 in the case of citizens and resi- 
dents) to 8 per cent (4 per cent on the first $4,000 in the case of 
citizens and residents). The very high surtax rates were not re- 
duced. The reduction in the corporate burden was much greatei 
than the reduction in the individual burden on large incomes. In 
most respects the 1918 Act continued in force. The privilege 
given individuals to incorporate and to be taxed as corporations 
from January 1, 1918, expired on June 30, 1919. 

The present situation, therefore, is that individual profits pay a 
normal tax of 8 per cent (in case of citizens and residents, 4 per 
cent on first $4,000) while corporate profits pay an income tax of 
10 per cent. 

Individual profits are subject to heavy surtaxes, whether with- 
drawn from the business or not. Corporate profits are subject to 
the same surtaxes if and when distributed as dividends, but not so 
long as legitimately retained in the business. 

Corporate profits are also subject to the excess profits tax and to 
the capital stock tax, while individual profits have no correspond- 
ing burdens. 

From this it can be seen that the distribution of the burden be- 
tween individual business and corporate business is not uniform 
under the present system and entirely too much depends on the 
form of organization. It is not fair that the corporation should 
pay an excess profits tax which may approach 40 per cent of the 
net income, while the rival business operated by an individual com- 
petitor pays none. Nor is it fair that the individual should pay a 
surtax which may approach 65 per cent of the net income on all 
his earnings, whether withdrawn from the business or not, while 
the owners of the corporate competitor pay no surtaxes on undis- 
tributed earnings. While these discriminations to a certain extent 
balance or offset each other, they can be considered separately. 

v.. The Discrimination as to Excess Profits Tax 

The discrimination as to excess profits tax might be avoided by 
making individuals and partnerships, as well as corporations, sub- 
ject to excess profits tax. This is substantially what was done in 
1917 and was deliberately abandoned in the 1918 law. The prin- 
ciple of the excess profits tax applies to individuals and partner- 
ships employing capital in business fully as much as it does to 
corporate business. The theoretical classification is not that be- 
tween corporations and other forms of business, but that between 
business whether incorporated or not, in which income depends 
largely on capital employed, and business where there is no par- 
ticular relation between capital and income. The present classifi- 
cation is not theoretically sound therefore, if this tax alone is 
considered, because individuals and partnerships deriving income 
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from capital are exempted, while their corporate competitors are 
taxed. The classification in 1917 was more perfect theoretically 
when form of organization was not the basis of classification. 

However, the excess profits tax has been found very difficult to 
compute, and this is especially true where records are defective 
or incomplete. Corporations generally, due to state requirements 
or for other reasons, keep better records than individuals. The 
larger concerns, moreover, are generally operated as corporations. 
The extreme difficulty of determining the invested capital of in- 
dividuals and partnerships and the consequent difficulty of assess- 
ing an excess profits tax against them was probably the principal 
reason for exempting them 'in 191*8 and abandoning the attempt 
made in 1917 to tax them on the same basis as corporations. This 
difficulty did not exist to so great a degree with corporations. It 
is also apparent that the surtaxes are a heavier burden on the indi- 
vidual profits than on the corporate profits. 

For these reasons it is not likely that the excess profits tax will 
be again imposed upon individuals and partnerships. The tax is in 
great disfavor because of its complexity and uncertainty. Its only 
redeeming feature is its productivity. Since the government needs 
revenue, the excess profits tax will probably be retained until satis- 
factory substitutes for it have been devised. This discrimination 
between corporations and individuals will then disappear through 
the abandonment of the excess profits tax entirely and the substitu- 
tion of some other tax. Whether the new tax will apply to both 
corporations and individuals, or will be imposed upon corporations 
alone as an offset to the surtaxes on individuals remains to be 
seen. It may not be a tax on business at all. It can only be hoped 
that the distribution will be as fair as revenue necessities permit 
and will be based upon some substantial classification. 

VI. The Discrimination Due to the Fact that Undistributed 
Corporate Profits are Not Subject to Surtax 

Since 1913 the great tax advantage possessed by corporations 
has been the possibility of retaining a large part of the earnings 
in the business free from surtax. In most businesses, especially if 
the concern is prosperous, a considerable part of the earnings is 
needed to furnish working capital or provide for expansion and is 
permanently retained in the business. 

The surtaxes, for reasons stated, cannot be applied directly to 
corporations. They can be applied only to the stockholders. But 
it is not equitable and possibly not legal, to tax the stockholder 
except on actual distributions, so that he has income with which 
to pay the tax. Nor would it be wise to require corporations to 
distribute all of their net earnings annually even if such a pro- 
cedure were feasible. To place the corporate stockholder on a par 
with the individual business man so far as surtaxes are concerned, 
is the problem to be solved. 
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The Secretary of the Treasury made suggestions to the Chair- 
man of the Ways and Means Committee in a letter dated March 
17, 1920, which tends to remedy these discriminations. He pro- 
posed to abolish the excess profits tax and to substitute a flat tax 
of, say, 20 per cent on the undistributed earnings of corporations. 
All distributed earnings would be subject to surtaxes assessed 
against the stockholders. A corporation could thus escape any 
burden beyond the 10 per cent income tax by distributing all of its 
earnings. This would put corporate earnings on an exact parity 
with individual earnings, so far as the surtax rates are concerned. 
To the extent that the desire to avoid this 20 per cent tax induced 
a complete annual distribution of earnings, the problem would be 
entirely solved. One of the main reasons for the suggestions is 
the belief that the excess profits tax must go because of its ex- 
treme complexity. Some tax, however, must be placed upon un- 
distributed corporate earnings or corporate earnings will not bear 
their fair share of the tax burden. That tax is proposed which 
will induce distributions. 

To the extent that corporate income is not distributed and the 20 
per cent tax is actually paid under this proposed law, it would be 
but a rough equivalent for the surtaxes. The surtaxes on dividends 
equal to the earnings might be more or less than 20 per cent and 
different stockholders in the same corporation might be differently 
affected. Where the surtaxes are less than the 20 per cent tax the 
stockholders, by accepting distributions, paying the surtaxes and 
reinvesting the money in the corpoi ation can avoid the 20 per cent 
tax without crippling the corporation financially. Where the sur- 
taxes are greater, the 20 per cent tax will at least work no hard- 
ship. 

This suggestion, therefore, does much to make the distribution 
of the burden more uniform, entirely aside from its other merits. 
The abandonment of the excess profits idea may be regretted but 
that tax, it seems, cannot become a permanent feature of our tax 
law because of its complexity and difficulty of administration, and 
some other measure of corporate taxes must be substituted. An 
increase in the income tax rate on corporations does not seem de- 
sirable, and the tax proposed, which aims to make the corporate 
tax roughly equivalent to the taxes of individual competitors, ap- 
peals to one as equitable and desirable. 

The Secretary of the Treasury has a further suggestion affecting 
the distribution of taxes. This suggestion is based on the proposi- 
tions that the present surtax rates are too high in the upper brackets 
to be productive and that income saved and reinvested should be 
taxed at a lower rate than income spent. It is therefore proposed 
that the individual taxpayer be permitted to show what part of his 
income is saved and reinvested in securities or enterprises, the in- 
come from which will be subject to tax, and that as to such income 
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the surtaxes be limited to 20 per cent. This would operate chiefly 
to reduce the surtaxes on larger incomes. 

Both of these suggestions are very briefly outlined here and the 
advisability of adopting them is not considered except as it bears 
upon the distribution of the tax burden. 

The net result of these two suggestions, if adopted, would be 

( 1 ) Corporations could, by distributing all of their earnings, en- 
tirely escape any tax in addition to the income tax. 

(2) Any corporate income retained in the business, that is in- 
come which is saved and reinvested, would pay a tax of 20 per 
cent in addition to the corporate income tax. 

(3) Individuals would not need to pay surtaxes in excess of 20 
per cent on income saved and reinvested. 

These suggestions, therefore, aside from, any other merits or 
demerits they may have, would largely avoid the discrimination 
between corporations and individuals which now exists. Surtaxes 
in excess of 20 per cent would be imposed only on taxpayers who 
should spend in living or invest in tax-exempt securities or enter- 
prises, a sum in excess of $42,000. Corporations would, perhaps, 
in many cases pay 20 per cent on undistributed profits when the 
surtaxes on those profits, if distributed, would be less, but that 
result can be avoided to a large extent if the stockholders co- 
operate, and some such tax at some rate is necessary to prevent 
discrimination against individuals. 

These proposals and others are discussed by Dr. T. S. Adams of 
Yale University, in a series of articles published in the New York 
Evening Post, during July and August of this year. The article 
in the issue of July 28th discusses the proposals to which your 
attention has been directed. Dr. Adams favors these suggestions 
and, in fact, is largely responsible for them. 

These suggestions, if adopted, would distribute the burden of 
taxation more uniformly than the present statute. 

The history of federal income taxation shows that the imposi- 
tion of surtaxes on individual income and the exemption of undis- 
tributed corporate profits from surtaxes has been the great obstacle 
to an equitable distribution of the tax burden between individuals 
and corporations. The suggestions made strike at the root of the 
difficulty and go far to remedy it. If embodied in legislation they 
would not only simplify the federal taxes but would more nearly 
attain uniformity of tax burden on business. 

The capital stock tax which applies solely to corporations, and 
the 10 per cent corporation income tax in lieu of 8 per cent normal 
tax on individuals are discriminations against corporations which 
in some cases are very important. These, however, can be very 
easily changed by Congress if it is deemed advisable to do so. 
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Case I 

The following table shows the federal taxes (corporation excise 
tax, income tax, excess profits tax, and capital stock tax) of two 
similar business concerns for the years 1909 to 1919, inclusive. 
Each concern earned $1,000,000 per annimi on a constant invested 
capital of $4,000,000-. Concern A was owned and operated by an 
individual. Concern B was a corporation, all the stock of which 
was owned by C. 

Year A's Taxes B 6* Cs Taxes 

No dividends 



All of earnings 
after taxes distributed 



1909 none 9,950 9,950 

1910 none 9,950 9,950 

19" none 9,950 9,950 

1912 none 9,950 9,950 

1913 49.350 10,000 50,050 

1914 60,010 10,000 60,050 

1915 60,010 10,000 60,050 

1916 102,920 20,000 103,000 

1917 543.568 219,306.50 535.740.30 

1918 702,790 364.083 714,569.88 

1919 663,030 261,655 677,705.80 



Total 2,181,678 934,844.50 2,240,965.98 

Percent of total in- 
come 19.8% 8.5% 20.4% 

Case II 

The following table shows the federal taxes (corporate excise 
tax, income tax, excess profits tax and capital stock tax) of two 
similar business concerns for the years 1909 to 1919, inclusive. 
The net income increases from year to year as indicated and the 
invested capital is three times the income. Concern A was owned 
and operated by an individual. Concern B was a corporation, all 
of the stock of which was owned by C. 
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Year 



Net Income 



A's Taxes 



B <5r» C's Taxes 



1909 10,000 

1910 10,000 

191 1 12,000 

1912 12,000 

1913 12,000 

1914 12,000 

1915 12,000 

1916 18,000 

1917 25,000 

1918 30,000 

1919 40,000 

Total 193,000 

Percent of total 

income 100%^ 



none 
none 
none 
none 
66.67 
80 
80 
280 
5,990.80 
4,690 
6,130 

17,317.47 
9% 



No dividends 

50 

50 
70 

70 
120 
120 
120 
360 

6,576 
12,608.80 

11,727 
31,871.80 

16.5% 



All of earn- 
ings distributed 
after taxes 

50 
50 
70 
70 
120 

120 
120 
360 

6,997.ao 
13,116.18 

13,312.49 



34»385-87 



17.8% 



John E. Walker, of Washington, D. C. : Mr. Cleary has pre- 
pared a very excellent paper on the historical development of in- 
come and profits taxation in the United States, from the passage 
of the Revenue Act of August 5, 1909, to the present day, com- 
paring the burden of the federal income, war profits and excess 
profits taxes, and capital stock taxes on corporations with the in- 
come tax upon individuals, under the respective acts. In view of 
the short period of time that we have for discussion of federal 
taxes, at the suggestion of Mr. Holcomb, I shall give only a brief 
summary of the matter covered in this paper. It will be possible 
to read the entire paper in the Proceedings of the Association. 

This paper shows that under the Revenue Act of August 5, 
1909, there was only an excise tax with respect to the carrying on 
or doing business by corporations. This was a very small tax of 
one per cent, measured by the net income of the corporation. The 
Revenue Act of 1913 imposed the first individual income tax. 

This act imposed a normal tax of one per cent, and surtaxes 
ranging from one to six per cent, while on corporations there was 
only a tax of one per cent, so that in all cases in which the indi- 
vidual had an income in excess of $20,000, the point where the one 
per cent surtax rate started, the tax burden upon the individual 
from 1913 to 1917, was slightly in excess of that upon the cor- 
poration. 

The Revenue Act of 1916 doubled the normal income tax rates 
upon corporations and individuals, and thereby still left the bur- 
den, in the case of individuals having an income in excess of 
$20,000, upon the individual in excess of that upon the corpora- 
tion. The Revenue Act of 1917 imposed for the first time the 
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excess profits tax. During the period that the 1917 excess profits 
tax was in effect, the tax was applied to individuals, partnerships 
and corporations, with a slightly greater exemption for individuals 
and partnerships than for corporations, but because of the high 
surtaxes upon individuals under the 1917 act, in the majority of 
cases, and unless the individual income was cwnparatively small, 
the greater tax burden was still left upon the individual. 

The Revenue Act of 1918 imposed, in addition to the excess 
profits tax, a war profits tax, and limited the excess profits and 
war profits taxes to corporations only. The excess profits and 
war profits taxes were believed in a rough way to be equivalent to 
the surtaxes placed upon individuals. 

It was realized at the time the act was passed that there would 
be certain cases where very great hardships would be placed upon 
individuals, unless they were allowed to incorporate, on account 
of the high surtax imposed on the larger incomes of individuals, 
and a specific provision was inserted which allowed individuals, 
from the passage of the act until July 1, 1919, to incorporate and 
pay their 1918 taxes on the basis of corporations, so that for the 
calendar year 1918 the tax burden was slightly greater in the case 
of corporations. The privilege of allowing corporations to dis- 
solve and do business as individuals was not provided for in the 
act, and therefore corporations did not have this reciprocal right. 
Of course corporations could take advantage of this privilege 
after the passage of the act, for future years, but not for 1918. 

For the calendar year 1919 the eighty per cent wa- profits taxes 
were not effective, except in the case of profits from war con- 
tracts, so that in 1919 the corporations were only liable to the 
excess profits taxes of twenty and forty per cent and the ten per 
cent corporation income tax. Thq individual surtaxes were not 
reduced. 

At present, the tax on corporate earnings is measured in an 
entirely different way from the tax on individuals, due to the 
excess profits tax, imposed upon corporations only, depending 
upon the invested capital, and the result is not uniform. One con- 
cern may bear a larger burden of tax if incorporated than its 
competitor having the same capital and income but not incor- 
porated, depending entirely on the rate of profit of the corpora- 
tion and the surtax brackets in which the income of the indi- 
vidual falls. 

Mr. deary also comments upon the suggestion of the Secretary 
of the Treasury, in reply to the request of the chairman of the 
Ways and Means Committee for definite suggestions relative to 
the simplification of the Revenue Act of 1918, and particularly the 
Secretary's suggestion relative to the repeal of the excess profits 
tax and the substitution therefor of an undistributed profits tax on 
corporations, and expresses the opinion that this suggestion would 
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largely avoid the discrimination between corporations and indi- 
viduals which now exists. 

Chairman Holmes : The next thing on the program is a state- 
ment of the investigation and activities of the National Industrial 
Conference Board, in its endeavor to find a solution to some of 
the revenue problems of the present time and to suggest a more 
equitable and workable tax system for the future — Mr. R. C. Allen. 

I may state that Mr. Allen is also an ex-Treasury Department 
man, having done splendid work on the special tax committee ap- 
pointed by Commissioner Roper in the early days. 

R. C. Allen, of Ohio: Gentlemen of the conference, you will 
see on the program that this account of the work of the committee 
of the National Industrial Conference Board was to have been 
presented by Mr. Andrews. It is very unfortunate that Mr. An- 
drews could not be here this morning. I am sure that he would 
have given you a very much better outline of what the committee 
has been trying to do than I can, but in his absence I will read 
from a tentative report which was prepared for the use of the 
committee and try to give you a brief outline of some of the 
things that this committee has considered. 

As an introduction to these remarks I want to state that the 
committee is making no report. The committee, as a whole, has 
adopted no report. All the conclusions which we now have in 
mind are merely tentative. We hope that before the month is 
over we shall have some conclusions which will not be tentative, 
but all I expect to do this morning, and all Mr. Andrews would 
have done, were he here, is merely to travel with you over some 
of the roads that we have traveled. 

I read from the tentative report above mentioned: (Reading) 

" THE TAX BURDEN 

After the most careful consideration of the problem from every 
aspect the committee finds itself unable to reach any other conclu- 
sion than that a sound fiscal policy will not permit of any substan- 
tial reduction in the amount of revenue which would be raised 
under existing statutes during the next few years. This conclu- 
sion is not based upon any underestimate by the committee of the 
urgent necessity for retrenchment in federal expenditures, and its 
views upon that subject are set forth more fully at a later page. 
It is based upon the committee's conviction that it is unduly ex- 
pensive to carry the present floating debt any longer than is abso- 
lutely necessary, and that it is impractical to fund it, and that the 
only sound policy is to endeavor to raise sufficient revenue through 
taxes to retire the greater part of the floating debt before the 
maturity of the Victory Notes and War Saving Stamps, in 1923. 
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The gross debt on July 31, 1920, amounted to $24,222,917,013 as 
against $25,484,506,160 on June 30, 1919, and $26,596,701,648 on 
August 31, 1919, when the gross debt reached its peak. The float- 
ing debt represented by short time loans and tax certificates on 
July 31, 1920, amounted to $2,433,546,500 as against $3,267,878,500 
on June 30, 1919, and $3,938,225,000 on August 31, 1919. It is 
apparent that the gross debt was reduced by $2,373,784,634 in the 
period between August 31, 1919 and July 31, 1920, of which amount 
$1,504,678,500 represents reduction of the floating debt. 

Any attempt to fund a substantial portion of the outstanding 
floating debt during the immediate future would only aggravate 
the very conditions the remedying of which should be one of the 
chief purposes of the coming revision of our revenue laws. A 
government bond issue of any substantial amount would only fur- 
ther add to the difficulties which now stand in the way of securing 
necessary capital for industrial development and productive enter- 
prises. 

Such a loan would have to be in an amount almost as great as 
that of the First Liberty Loan, but there is today neither the pop- 
ular enthusiasm nor the splendid organization which existed dur- 
ing the Liberty Loan campaigns, without which such an offering 
would inevitably not only prove a flat failure but would drag down 
with it the quotations of the outstanding Liberty Bonds. On the 
other hand, the government is now forced, in renewing these short 
time certificates from time to time, to pay as high as six per cent 
interest and it is probable that even a long time loan would, under 
present conditions, have to be placed at a rate which would be 
unduly high and expensive. 

Another important consideration is the early maturity of the 
Victory Notes and of the War Saving Stamps. On July 31, 1920, 
there were outstanding $4,241,118,295 of Victory Notes which 
mature May 20, 1923, and over $600,000,000 of War Saving Stamps 
which mature January 1, 1923. It is probable that a large part of 
these issues will have to be refunded. The committee feels that 
the government will be in a far more advantag/eous position to 
handle this refunding in 1923 after it has practically disposed of 
the floating debt and is not handicapped by the necessity of mak- 
ing frequently recurring renewals or attempts to fund the latter. 

For the above reasons the committee feels very strongly that 
while every effort should be made toward retrenchment in govern- 
ment expenditures, no substantial reduction can be made in the 
amount of the revenue which must be raised during the next two 
or three years, and that every cent of available surplus during that 
period should be devoted to the reduction of public debt and 
especially of the oustanding tax and loan certificates. 

The ordinary revenue for .the fiscal year 1921, based on existing 
statutes, is estimated as follows: 



REPORT OF INDUSTRIAL CONFERENCE COMMITTEE 171 

Income tax, individuals $1,310,000,000 

Income tax, corporations 550,000,000 

Excess profits tax 1,300,000,000 

Other internal revenue taxes 1,350,000,000 

Customs 36o/xx),ooo 

Miscellaneous (including salvage, interest on 

loans to allies, etc.) 651,000,000 

Postal revenues (which approximate the appro- 
priations for this purpose) 462,575,190 

$5,983,575,190 

In the last annual report of the Secretary of the treasury the 
total appropriations for 1921 were estimated at $4,865,410,031, 
which figure was very closely approximated by the actual appro- 
priations of $4,859,890,327 which had been made by Congress when 
it adjourned in June. In practice, however, supplemental de- 
ficiency appropriations always prove to be necessary, and there are 
also other uncertain factors at the present time, such for example 
as the demands which the government may have to meet under 
the Transportation Act. It is very likely, therefore, that this ap- 
parent excess of receipts over expenditures of $1,123,684,862 will 
be substantially reduced, and that under existing statutes the sur- 
plus available for the reduction of the floating debt would be very 
considerably less than $1,000,000,000. 

In view of the present high cost of living, against which taxa- 
tion of any kind is an eventual charge, every effort should be made 
to avoid an increase in the existing tax burden, but the committee 
does feel, on the other hand, that it would be disastrous to reduce 
the amount of surplus which under existing statutes would be 
available for the reduction of the public debt. It is realized that 
this surplus may not prove sufficient to extinguish the floating debt 
by 1923, and it is important to supplement this amount by imme- 
diate and drastic reduction in the swollen expenditures of the 
government and by the prompt collection of the large amounts of 
uncollected back taxes which there is every reason to believe are 
buried in returns which have already been made but have not been 
finally audited." 

Briefly, therefore, gentlemen, this committee is not recommend- 
ing any decrease in the amount of taxes to be raised. We have, 
however, considered various means of effecting a redistribution of 
the tax burden, and it is to some of these alternatives that I invite 
your attention. 

There is one conclusion that the committee has reached that is 
not at all tentative, and that is that the excess profits tax should be 
abolished by the next Congress. That will involve a loss of rev- 
enue, to be made up in other taxes, of $1,300,000,000. I shall not 
take time to read the recommendation because I think all of you 
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are familiar with the situation in reference to that tax. In our 
opinion it should be abolished. 

We also have in mind that the surtaxes on individuals should be 
reduced. Numbers of suggestions have been coming to the com- 
mittee, and some have originated in the committee. One of these 
is to exempt from the surtax that part of the income of the year 
which is saved and reinvested in taxable income-producing prop- 
erty. If that were adopted there would be a resulting loss in 
revenue of $310,000,000. 

Another amendment which we think ought to have careful atten- 
tion is this: ^(Reading) 

" Where property is exchanged for other property, no gain 
or loss should be deemed realized unless the property received 
is the equivalent of cash, in the sense that there is a ready 
market in which it can be discounted or converted into cash, 
without sacrifice. (No modification is proposed in the present 
practice of treating bills and accounts receivable as accrued 
business income)." 

We think that the transaction should be considered a closed 
transaction only when it is productive of revenue with which to 
pay the tax, or at least that the goods received in exchange should 
be of such a character that they can be turned into cash. That 
amendment, if passed, would result in a loss of about $25,000,000 
revenue. 

Furthermore, we think that gains or losses which are realized 
in a. single year, but which in fact have accrued over a number of 
years, should be prorated over those years. If this amendment 
were adopted the loss in revenue would be trivial. 

We think, furthermore, that the same principle should be ap- 
plied in case of compensation for personal service and that where 
a taxpayer has received in one year payment for services extend- 
ing over a number of years, the income should not be deemed to 
be realized in the year in which received, but for tax purposes, 
should be spread over the years in which the service was rendered. 
This amendment would amount to a reduction in revenue of 
$15,000,000. 

The committee thinks also that the net loss provision, which 
appeared for the first time in the law of 1918, should be extended 
to other years. If this were done, the net loss in revenue would 
be $50,000,000. 

The total loss in revenue resulting from these proposals would 
be $1,700,000,000. Proceeding on the assumption that these amend- 
ments will be passed by Congress, our suggestions are directed to 
the raising of the $1,700,000,000, which will be lost thereby. 

As against this $1,700,000,000 loss, there will be an increase in 
the income tax on railroads (on account of the new rates), of 
$100,000,000 and in transportation taxes of $48,000,000; therefore 
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we shall have $148,000,000 of new revenue from the railroads, 
without additional legislation. There remains an annual deficiency 
of approximately $1,552,000,000, which the committee thinks should 
be met by selection from certain alternatives which I shall presently 
mention. These alternatives have been considered by the com- 
mittee and we hope that they will create some interest and discus- 
sion this morning, for we are coming to you for advice on these 
matters. 

One additional suggestion is to increase the corporation income 
tax to sixteen per cent, except in the case of public utilities subject 
to regulation, on which the tax would remain ten per cent. If the 
present exemption of $2,000 is maintained, the increase would be 
$518,000,000 in revenue. If the exemption of $2,000 is abolished, 
we should have an increase of $600,000,000 in the corporation in- 
come tax. 

The alternatives alluded to are as follows: (Reading) 

Estimated Increased 
Revenue 
" Double normal individual income tax ; to 8% on first 

$4,ooo and to i6% on balance $301,000,000 

Automobiles and trucks — special annual excise tax on use 
of, equivalent to 50 cents per h. p. Federal license for 

interstate use to be granted 100,000,000 

First class postage rate ; increase to 3 cents 72,000,000 

Cigarettes ; increase from $3 to $5 per M 70,000,000 

Tobacco ; increase from 18 cents to 24 cents per lb 8,000,000 

Musical instruments, candy, chewing gum, photographer's 
supplies, toilet soaps and soap powders, jewelry, motion 
picture films, etc. ; increase to 10% tax on all articles 
now taxed at lower rates under sections 900, 905 and 

906, except automobiles, trucks and accessories 70,000,000 

Perfumes, cosmetics, patent medicines, etc.; increase, tax 
under section 907 from i cent to 2 cents for each 25 

cents 6,500,000 

Gasoline ; 2 cents per gallon (new tax) 90,000,000 

Sugar ; 2 cents per lb. (new tax) 200,000,000 

Coffee ; 2 cents per lb. (new tax) 28,000,000 

Tea ; 10 cents per lb. (new tax) 10,000,000 

Stamp taxes, Schedule A ; quadruple rates under subdivi- 
sions 1-9 inc.; II, and 12, and double rate under sub- 
division 10 134,000,000 

Saved and reinvested income of an individual to be 
deemed to be at the top of his net income, but the sur- 
tax rates ordinarily applicable to such portion of his net 
income to be cut in half or, if one-half the rate exceeds 
20%, then to be reduced to 20%, A compensatory tax 
of 20% to be imposed on the undistributed income of 
corporations. The loss on the surtax is estimated at 
$230,000,000, and the yield of the tax on corporations is 
estimated at $200,000,000, so that the net effect would be $30,000,000 loss 
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When capital assets are sold or exchanged, whether for 
cash or other property, no gain or loss shall be deemed 
to be realized, except in case of dealers or traders in 
such assets; (Substitute for alternative previously men- 
tioned) 50,000,000 loss 

Substitute for present consumption tax on retail sales of 
soda water, ice cream, etc., a special tax on retail dealers 
in the same articles, of $25 for each place of business. . 22,000,000 loss 

Repeal capital stock tax 95,000,000 loss 

Abolish present exemption of $2,000 under corporation 

income tax, without increasing rate 53,000,000 gain 

Increase normal individual income tax rate from 4% to 

5% on first $4,000, and from 8% to 10% on remainder. 75,470,000 gain 

Retain normal individual income tax rate at 4% on first 
$4,000, but increase it from 8% to 16%. on remainder. . 206,200,000 gain 

Further proposals to which, because of the standing and responsibility of 
their advocates, most careful consideration has been given but which the 
committee finds itself unable to recommend favorably: 

Low rate turnover tax upon sales. 

Low rate tax on all sales for final consumption or use. 

One per cent tax on privilege of holding land and natural resources. 
(Ralston-Nolan Bill, H. R. 12397.)" 

Out of these various suggestions the committee expects to de- 
vise a scheme of raising $1,700,000,000. You will note particularly 
a suggestion to do away with the principle of the graduated in- 
come tax rate. I think that ought to be discussed here. I am very 
much surprised to find the sentiment of so many people in favor 
of a flat-rate income tax. The committee has expressed no opinion 
about it. 

We have mentioned the sales tax. If you will bear with me for 
a few minutes longer, I should like to read what the committee 
has to say on the sales tax, particularly as the sales tax is going to 
be discussed at this meeting, I understand, rather fully. You will 
note that in these lists of alternatives the committee has made un- 
favorable mention of the sales tax; the reasons for which will 
appear: (Reading) 
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THE SALES TAX 



The committee approached in the most hopeful spirit the pro- 
posal that our tax system could be greatly simplified and perhaps 
the greater part of the necessary revenue could be raised, through 
the adoption of some form of a general sales tax. It is no exag- 
geration to say that most of the members of the committee at the 
outset were rather predisposed in favor of a general sales tax, 
and it was with the greatest reluctance that the committee has 
reached the (almost) unanimous con^^—'--- -"^^t such a tax does 
not offer a satisfactory solution of >blem. 
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The several proposals for a sales tax of general application fall 
into three main groups : 

1. A tax on every sale or turnover not only of commodities but 
also of services, real property, capital assets, etc., and on rent and 
interest. 

2. A tax on every sale or turnover of goods, wares and mer- 
chandise (i. e. limited to commodities). 

3. A tax on all sales of goods, wares and merchandise for final 
consumption or use. 

A very considerable portion of several all-day sessions of the 
committee has been devoted to the consideration of the sales tax 
proposals and great assistance has been rendered by Mr. Charles 
E. Lord of Galey and Lord and Mr. M. D. Rothschild, chairman 
of the Business Men's National Tax Committee, both of whom are 
leading proponents of a turnover tax in some form and who have 
attended a number of meetings of the committee and participated 
in its discussions. 

Four main reasons reluctantly led the committee to reach the 
above conclusion rather than to recommend in some form a plan 
which had at first appeared to hold so much promise : 

(1) A tax imposed upon all the sales or upon the turnover of a 
business comes very near to being a tax upon gross income, and 
if it is not shifted in its entirety it is a tax upon gross income. 
The committee is convinced that in many instances industries or 
individual concerns will be unable to shift the entire tax or in 
any event will be unable to shift it until after several years of re- 
adjustment, and it does not believe that a tax upon gross income 
would be less burdensome than a tax upon net income. 

The advocates of a general sales tax have assumed that it would 
in practically every instance be shifted and passed on to the con- 
sumer. The still disputed question as to the extent to which the 
excess profits tax has been shifted; the fact that the country is 
gradually passing from a seller's market to a buyer's market; the 
fact that in every industry there are certain marginal concerns 
less able to pass on immediately an added expense of any sort, and 
the numerous .unforeseen complications which inevitably result 
from any legislation which vitally affects economic conditions, have 
all tended to convince the committee that such an assumption is 
unwarranted. Even though eventually such a tax might come to 
be passed on in its entirety, there will undoubtedly be a transition 
period of several years during which in many cases it could not 
be passed on or could be passed on only in small part. 

The proponents of such a tax claim that its burden upon in- 
dustry would be insignificant as compared with that imposed by 
the excess profits tax. If this is so, the tax, if not shifted, must 
be paid by other business enterprises because it is proposed that 
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the tax will raise at least an equivalent amount of revenue. This 
necessarily means that it will be paid in large part by those un- 
successful business enterprises which do not now pay an excess 
profits tax. If business enterprises which are not making a profit 
have to pay this, is it reasonable to suppose that they can shift it 
any more than they have been able to shift other items of cost 
with a profit added? If any great proportion of the billion or 
more dollars which is to be raised by such a tax would be paid by 
businesses which could not pass it on, the result would be wide- 
spread ruin and disaster. 

In certain industries the net profit does not average more than 
2J/^ or 3 per cent on the turnover, and it will be realized that even 
a slight difference in the percentage of the tax on the turnover 
will cause a very substantial difference in its percentage on net 
profits. This same result is also indicated in the statistics of tax- 
able income for 1917, the latest year for which a report has been 
issued by the Bureau of Internal Revenue. In that year the total 
gross income of manufacturing corporations was $40,437,000,000 
and the total .taxable net income was $5,736,000,000. The total 
gross income of trading corporations was $19,804,000,000, and the 
total taxable net income was $1,481,000,000. 

Asstmiing that the gross income did not greatly exceed the total 
sales, a tax of only 1 per cent upon the gross would be equivalent 
to 7 per cent on the net in the case of manufacturing corporations 
and to 13.4 per cent on the net in the case of trading corporations. 
It should be noted that these percentages are only an average, and 
that while in some individual cases they would be lower, in many 
other cases they would, undoubtedly, be much higher. These 
figures, based upon a tax of only 1 per cent on the final turnover, 
only tend to confirm what the committee fears would occur in 
many cases, i. e., a pyramided tax of 2 per cent or 3 per cent on 
the final turnover might be equivalent to from 50 per cent to 75 
per cent on the net profits. 

Another aspect of this same question is the inequity which would 
result between a business which turns its capital several times a 
year and one which may only turn it once in several years, as in 
the former case even 1 per cent on sales might be more than its 
entire net income. 

The committee is forced to the conclusion that a tax on net in- 
come is a far safer one for business than a possible tax on gross 
income, and that after the abnormal years we have passed through 
it is unwise to risk embarking upon such a dubious experiment at 
this time when every effort should be directed toward regaining 
normal and more stable conditions. 

(2) The advantage which a business enterprise carrying on 
several consecutive processes in the manufacture or distribution 
of a commodity would have over other enterprises which were not 
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• 
SO self-contained, due to the pyramiding effect of a sales tax at 
each turnover, is little realized until actual concrete cases are ex- 
amined and compared, as has been done by the committee. It was 
hoped that some feasible method might be developed to tax as 
sales within a business the turnover from one process to another, 
but this appears to be impracticable. It was claimed that the pyra- 
miding effect of a turnover tax would apply to only a limited num- 
ber of industries. It appears, however, that in many industries 
such a condition exists. It was claimed that the advantage which 
the turnover tax would give to the self-contained business was 
small in comparison with the advantages it already had. No defi- 
nite proof to substantiate this claim could be adduced. It is at 
least open to question, and many actual instances have come to the 
attention of the committee in which the advantage would be sub- 
stantial. Many industries can cite examples of business enterprises 
that carry on several consecutive steps in the line of manufacture. 
Such concerns would pay a tax at the same rate at each process. 
In the field of distribution the same condition occurs. Some manu- 
facturers sell directly to retailers, others to wholesalers who dis- 
tribute to retailers. Some large retailers, like the mail order houses 
and large department stores, buy directly from manufacturers. A 
1 per cent tax on sales, paid by the wholesaler who turns his capital 
from three to six times a year would be the equivalent of from 
3 per cent to 6 per cent of his invested capital and might be over 
half his net income. This would be a considerable handicap in 
favor of the manufacturer who sold directly to the retailer or the 
retailer who bought directly from the manufacturer. In cases in 
which the tax could not be shifted, a pyramided tax might often 
prove ruinous. Assistant Secretary of the Treasury Leffingwell, 
in recently commenting on the difficulty of estimating the yield of 
the turnover tax, well said that such a tax would in five years 
revolutionize present methods of doing business, because means of 
getting around the intermediate turnover tax would be devised 
and put into effect. Can business men look with equanimity upon 
a temporary tax which may change business practices that have 
proved their economic soundness by surviving the stress of com- 
petition ? 

(3) The administrative difficulties involved in a turnover tax 
are but little appreciated by those who have not had close prac- 
tical experience with the administration of a tax national in its 
scope. It is true that the problems of reports and collection would 
be simple except for their multiplicity. Even with the exemption 
of street peddlers, boot-blacks and other small businesses, through 
establishing a minimum exemption of $500 per month, there would 
be millions of returns that would require a large force of field and 
office auditors to check up. New and complicated problems would 
arise in the definition of what is a sale. Leases, contracts for sale, 
12 
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commission and agency arrangements would be stimulated. The 
present practice in some lines, of renting or leasing out the product 
instead of selling it, such as now holds in the case of shoe machin- 
ery, adding machines, coffee urns, etc., is capable of being largely 
expanded. Such practices, with the purpose to evade the payment 
of the tax, would present considerable administrative difficulty. 
Treasury officials seem more or less unanimous in their opinion 
that the administration of such a tax would raise serious problems 
and that the number of taxpayers would be so greatly increased 
that it would probably be difficult to prevent wholesale evasions. 

The Bureau of Internal Revenue has experienced the greatest 
difficulty in building up and maintaining a sufficient force of field 
agents and auditors to close the income and excess profits returns 
of the last few years. If these returns are to be disposed of within 
anything like a reasonable time the personnel of the Income Tax 
Unit cannot safely be depleted in order to build up the new organ- 
ization which would be immediately necessary for the proper ad- 
ministration of this new kind of tax. It is essential to the success 
of such a tax that it be properly administered at the very outset, 
but the difficulties in the way of securing a sufficient and qualified 
personnel are so great as to constitute in themselves a very strong 
argument against its enactment. 

(4) No dependable calculations have been submitted by its pro- 
ponents as to the amount of revenue which such a tax would pro- 
duce. Estimates by different parties range all the way from 
$5,000,000,000 down to $1,500,000,000, for a 1 per cent tax on ah 
turnovers and down to $750,000,000 for a 1 per cent tax on the 
turnover of goods, wares and merchandise alone. It is probable 
that the lowest figure is the most accurate. Most serious conse- 
quences, however, would result if the revenue actually derived 
from this tax differed materially from the estimate, whether the 
difference were in excess of or less than the estimate. If a sales 
tax of 1 per cent on commodities, for instance, should produce a 
revenue of $1,500,000,000 instead of $750,000,000, the business in- 
terests of the country would be collecting for the government, il 
the tax were shifted, or would be paying to the government out of 
their business, if it were not shifted, twice the required amount. 

The very diversity and inconsistency of the several estimates of 
the yield of such a*tax which have been advanced by its most re- 
sponsible proponents go far to confirm a growing realization that 
the possible effects attendant upon its operation simply are not 
capable of being accurately forecast, and to discredit the over- 
confident assertions that it will operate simply and exactly in just 
the manner claimed by its advocates. 

While the committee has not allowed political expediency to in- 
fluence it in reaching these conclusions, it has also been reliably 
informed that there would be determined opposition to any form 
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of general sales tax on the part of agricultural interests and per- 
haps also labor interests. 

The objections to a sales tax at each turnover cannot be met by 
substituting a tax on the sale of goods, wares and merchandise at 
any one point, such, for instance, as upon a retail sale for final 
consumption and use. Organizations of retailers claim that such a 
tax in many cases could not be shifted and that it would neces- 
sarily have to be so large (estimates being not less than 3 per cent) 
that it would put them out of business. It is customary for re- 
tailers in many industries to turn their stocks from five to ten times 
a year. The cumulative effect of such a tax would exhaust the 
net income in any case in which it could not be shifted, and there 
are many items on which a tax of 3 per cent could not be added to 
the price.. To meet this objection the proponents of the tax claim 
that the retailer can equalize such cases by adding 3 per cent to 
his cost of doing business and distributing the tax over the articles 
which will bear it, just as he distributes any other item of cost. 
The retailers, on the other hand, claim that this cannot be done 
and if a sales tax is to be levied it should be levied on manufac- 
turers and wholesalers as well as upon them. A greater difficulty, 
however, is the determination of when a sale is a sale for con- 
sumption or use. Sugar sold to a household is probably for final 
consumption, but sugar sold to a candy manufacturer is part of 
his raw material. An automobile tire sold to an owner is for final 
use but when sold to an automobile manufacturer is merely a part 
of his raw material, and numerous similar examples might be cited. 

The above is a brief statement of a few of the more controlling 
reasons which led the committee to reluctantly decide that the 
revenue required should be raised through an increase in the cor- 
poration income and the normal personal income tax, supplemented 
by increases in the taxes on cigarettes and tobacco and other 
specified commodities rather than by any form of general sales tax. 
These are all taxes in the collection of which the Bureau of In- 
ternal Revenue has an experienced organization. No new form 
of tax is suggested, and only a very few new objects of taxation. 
The increased revenue would be derived almost entirely from in- 
creasing taxes already in force, the effect of which increases can 
be forecast with considerable accuracy. A sales tax is a departure, 
the result of which, or the revenue to be derived from which, none 
can foresee. It is considered safer to increase the taxes which 
produce the least harmful effects rather than to venture into new 
fields of taxation at this critical period." 

I have given you only an indefinite idea of what this committee 
proposes to try to accomplish. The explanation is that the com- 
mittee has up to this time reached very few tmalterable conclu- 
sions. It has expressed nowhere any opinion as a committee. It 
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is not now expressing any opinion as a committee. The opinions 
of the various members have changed from time to time, and may 
change again. We are bringing to bear upon these problems all 
the talent at the disposal of the committee, and our purpose in lay- 
ing these matters before you, gentlemen, is to stimulate discussion. 
Thank you, gentlemen. 

Chairman Holmes: Mr. Allen has presented a very interest- 
ing and valuable contribution to the discussion of what our revenue 
measures should be in the future. His concluding remarks pre- 
sent arguments against a sales tax. We have with us Mr. Meyer 
D. Rothschild, whom he mentioned in his paper, and who will pre- 
sent a brief statement in favor of the gross sales or turnover tax. 
Mr. Rothschild is chairman of the Business Men's National Tax 
G)mmittee of New York, and has given very considerable thought 
to this subject. Mr. Rothschild — . 

Meyer D. Rothschild: Chairman and gentlemen, I shall be 
just as brief as possible. I have prepared an address here of 
thirty-one pages, which has some very valuable tables to which I 
shall briefly refer. I didn't expect so large an attendance out 
here — I probably should have consulted the secretary — ^but I had 
one himdred copies of the address sent out here, and they are for 
distribution to those of you who care to get the paper in full. 



THE GROSS SALES, OR TURNOVER TAX 

MEYER D. ROTHSCHILD 
Chairman Business Men's National Tax Committee 

The Revenue Act of 1918, the present revenue Ikw, was a war 
measure, framed to meet the emergency which then confronted the 
country. Its object was to secure in the shortest possible time the 
largest possible amount of revenue. Those who shaped the bill in 
its present form succeeded admirably in that purpose. They 
quickly secured from a willing and patriotic people undreamed ot 
amounts of revenue. 

Now, however, that the war is over and the law has been oper- 
ating for some time, its defects have become painfully apparent 
and the motive of patriotism which secured willing acquiescence 
in its hardships during the war is being replaced by an eagerness 
to see its defects remedied and its inequities abolished. 

Even the framers of the law admit that it has serious defects 
and that some of the features which were intended to secure huge 
revenues from war-time profits will soon cease to be productive. 
Instead, however, of grasping the opportunity of giving the coim- 
try a stable, permanent revenue law, sufficiently elastic to meet all 
the emergencies of peace, some of those who helped to frame it 
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are persistently clinging to its most objectionable features. While 
willing, for instance, to eliminate excess profits taxes and perhaps 
the higher surtaxes, they wish to retain the indefensible special 
taxation and insert provisions even more complex to replace the 
revenue lost by the provisions to be stricken out. Now is the 
time, and this is the opportunity, to have a revenue law. which 
shall be simple, equitable, economical and business-like. 

The paramount object of tax laws is to secure sufficient revenue 
to pay for the proper administration of the government, with all 
that this implies. This is primarily a business proposition, which, 
however, has never been relegated to the supervision of that class 
of the population which knows the most about business administra- 
tion. It is time, therefore, that the business men of the country 
apply their business knowledge, their business training, and their 
business experience to this biggest business of furnishing to the 
government all the money required, and furnishing it in a busi- 
ness-like manner and on business principles. 

To achieve this end the problem must be approached in a broad 
and patriotic spirit and not from the point of view of any group 
of taxpayers. It is a matter for all the people and no class should 
be favored or considered above any other class. Each man should 
contribute to the expenses of the government according to his 
means and the service which the government renders in protect- 
ing him. 

Soon after the armistice was signed, President Wilson recom- 
mended to Congress the immediate revision of the tax law so as to 
relieve business from irritating special war taxes. Again, in his 
message to Congress in May, 1919, the President said: 

" Credit and enterprise alike will be quickened by timely 
and helpful legislation with regard to taxation. I hope that 
the Congress will find it possible to undertake an early re- 
consideration of federal taxes in order to make our system of 
taxation more simple and easy of administration and the taxes 
themselves as littk burdensome as they can be made and yet 
suffice to support the government and meet all its obligations." 

The Republican and Democratic platforms have declared for 
immediate tax reform and the candidates of the two great parties 
have publicly recognized the blighting effect of our present taxes 
on business and the impossibility of adequately reducing the high 
cost of living before revising our entire complicated system oi 
taxation. 

As a matter of fact, there was no remedial legislation during 
1919, and therefore, early in 1920, a group of business men repre- 
senting some twenty-odd national business organizations formed 
the Business Men's National Tax Committee. On March 24th 
they met and adopted the following resolutions which will fully 
explain the program of the committee : 



182 NATIONAL TAX ASSOCIATION 

Resolutions Adopted by the Business Men's National Tax 

Committee 

At Their Meeting Held on March 24, 1920 

Whereas: The excess-profits tax, the surtax and the numerous 
excise, special and stamp taxes of the Revenue Act of 1918 are 
excessive, discriminatory and ill-adapted to peace-time conditions; 
and 

Whereas: These heavy and uncertain taxes, through the pyra- 
miding of taxes as goods are passed from hand to hand, are an 
important factor in the increasing of prices to the consumer; and 

Whereas: The heavier surtaxes on incomes make it more 
profitable for persons with large incomes to invest money in non- 
taxable bonds rather than in industrial, railroad, public service or 
other taxable securities, thus diverting huge amounts of invest- 
ment capital to non-taxable bonds, and, to the extent of such non- 
taxable investments, exempting persons of great wealth from 
taxation; and 

Whereas: Taxes on personal incomes should be simplified by 
dropping the surtaxes and levying a graduated income tax instead, 
stopping at the point where any further increase would drive the 
possessors of great income to place their wealth in wholly exempt 
securities; and 

Whereas: The greatly increased cost of living and the de- 
creased purchasing power of the dollar make it advisable in the 
interest of persons of small incomes that the *' specific exemptions '* 
should be increased, with exemptions for each child under eighteen 
and for dependents over that age; and 

Whereas: It has been estimated that a gross sales or turnover 
tax of one per centimi on the sales of all kinds of goods, wares 
and merchandise, embracing raw materials, manufactured goods, 
and real property, and including the receipts of public and per- 
sonal service corporations, amusements, clubs and other like re- 
ceipts, will yield an annual revenue of from four to six billion 
dollars; and 

Whereas: The required taxable percentage on such sales or 
turnovers can be established to yield sufficient revenue from busi- 
ness, and no other revenue taxes of any kind whatever should be 
levied on business ; and 

Whereas: The best minds of the country, both in and out of 
Congress, are agreed that the interests of all our people demand a 
prompt, thorough-going revision of the Revenue Act of 1918; and 

Whereas: The business men and consimiers of the United 
States are all deeply interested in the enactment of a tax law 
which, while yielding adequate revenue for the needs of the gov- 
ernment, shall equitably distribute the burden of taxation in a man- 
ner which will not unduly interfere with the prosperity of the 
people; and 

Whereas: The question of equitable and efficient taxation is a 
national problem in which all citizens, regardless of party affilia-' 
tion, are vitally interested; and 

Whereas : We believe that the leaders, as well as the rank and 
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file of all political parties, are eager for an immediate, business- 
like revision of our tax laws; and 

Whereas: We believe that all the members of the Committee 
on Ways and Means of the House of Representatives and the Com- 
mittee on Finance of the Senate will gladly accept the cooperation 
of the business men of the country in framing a new revenue law; 
now, therefore, be it 

Resolved: That we urge upon Congress to promptly repeal the 
excess profits tax, the surtax, and all excise, special, and stamp 
taxes of the Revenue Act of 1918, and to substitute for those war 
taxes a gross sales, or turnover tax, and a graduated income tax 
on personal incomes, with an increase of " specific exemptions " 
on personal incomes; and be it further 

Resolved : That copies of these resolutions be sent to the Presi- 
dent of the United States, the Secretary of the Treasury, the 
members of Congress, and to the constituent members of the 
Chamber of Commerce of the United States. 

This program contemplates the repeal of practically the entire 
Act of 1918 and the substitution o£ two kinds of taxation for the 
normal and excess profits taxes, capital stock taxes, the heavier 
income surtaxes, and the numerous excise, special and stamp 
taxes. These substitutes are a gross sales or turnover tax, and a 
graduated income tax; the former to be levied on all business, 
whether corporate, partnership or individual, including trusts and 
estates; and the latter to be levied on all personal incomes over a 
specified amount. 

In discussing the program proposed by the Business Men's 
National Tax Committee, most time will be devoted to the turn- 
over tax. 

Excess Profits Taxes 

There seems to be a consensus of opinion among economists, 
legislators, tax administrators and business men that the excess 
profits tax must be repealed and that the heavier surtaxes on pri- 
vate incomes, having failed to produce revenue, should be sub- 
stantially modified. 

While there is general agreement on the desirability of repeal- 
ing the excess profits taxes, there is great difference of opinion 
between merchants and economists as to the effect which those 
taxes have upon the high cost of living. The motives of corpora- 
tions favoring this repeal are questioned and arguments are ad- 
duced to prove that corporations have actually paid this tax from 
their net earnings and have not been able to pass along any sub- 
stantial part of it to the consumer, as they claim to have done. 
" If they are passing it along," cries the economist, " why do the 
corporations ask to have it repealed?" 

Corporations, partnerships and sole traders have not in the past 
paid the excess profits taxes and business income surtaxes from 
what they considered their legitimate profits, except under "sur- 
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prise " conditions. In other words, as soon as business men real- 
ized that tlje government was a partner in their profits, each 
strained every nerve to provide the government's share out of 
additional profits which their customers, of course, wer€ forced to 
provide. At the beginning, many businesses were not prepared 
for the division of profits with the government, and as to them, 
the government's share was probably paid in whole or in part out 
•of regular earnings. Prior to the Act of 1917, the taxes on cor- 
porate and other business income were, of course, figured in the 
cost of the goods they sold and, after that act became a law, the 
anticipated excess profits taxes were promptly included as part of 
the cost of goods. As the exact percentage of excess profits was 
not determinable until the end of the business year, a safe margin 
had to be added to provide for largest possible profits. 

On the face of this statement, then, it would seem that business 
men have no cause for complaint when the tax which they pay to 
the government is in reality paid by their customers, the corpora- 
tion, partnership or sole trader* acting merely as tax collector for 
the government. The business man's objections to the excess profits 
tax and heavier income surtax on business profits, however, is 
based upon other features, some of which I shall briefly state: 

1. It is admitted by critics who question the motives of business 
men in their objection to the excess profits tax, that this tax 
'' depends largely upon the mere form and manner of organization, 
upon chance and accident, it is unequal and capricious, it penal- 
izes conservative financing and rewards stock watering." 

The inequalities of this tax may readily be shown by the follow- 
ing illustration : Two corporations doing the same amount of busi- 
ness and making the same percentage of profit, are differently 
capitalized. The one which is conservatively capitalized is at a 
disadvantage, because the other, heavily capitalized with watered 
stock, can undersell its conservative competitor, which is much 
more heavily taxed. 

2. The amount of the tax is uncertain until the end of the busi- 
ness year. 

3. The share of the government must be paid in cash within a 
year of its ascertainment. 

4. The profits of business are not usually liquid but more often 
are tied up in book accounts, raw materials, machinery, and fin- 
ished merchandise. 

5. The government sometimes receives large tax payments in a 
year when paper profits are greatly reduced or wiped out by shrink- 
age in values of raw materials and finished product, this being due 
to the fact that the tax is payable the year after it accrues. 

A committee of eminent economists, reporting on war finance 
to the American Economic Association in March, 1919, anticipated 
with prophetic vision some things which have recently happened. 
This committee says: 
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'* It is to be observed that book profits, in times of expan- 
sion and inflation, are not the same as realized profits. A 
concern which expands its operations materially may expect 
to find that a large part of its war profits will be needed to 
finance its expanded business; while, if it expands beyond a 
certain moderate extent, it may also expect to be obliged to 
borrow very large simis of money. If its earnings are large 
and are not absorbed by excessive taxes, it may reasonably 
expect to repay its loans, provide for a possible shrinkage of 
its tangible assets, and ultimately realize its war profits. But 
expansion has its hazards and these seem to be in direct pro- 
portion to its extent. War taxation, in particular, is a most 
serious hazard, the importance of which may be more fully 
realized next spring than it is today. Events may yet prove 
that in not a few cases our income and excess profits taxes 
are imposed upon income that can never be realized and upon 
profit that will yet turn into loss. In any case it is certain 
that the return of peace renders it necessary for Congress to 
consider carefully the effects of proposed revenue legislation 
upon the readjustments which now seem to lie ahead of Amer- 
ican industry.'^ ^ 

6. The experienced business man cannot be, and is not, permitted 
under Treasury rulings to take conservative inventories, writing 
off in prosperous years large percentages for depreciation or obso- 
lescence of machinery, fixtures, doubtful raw material or manu- 
factured goods, in order to put his affairs on a sound basis for the 
leaner years which periodically recur. 

7. The large share of the profits which the government claims, 
offers great temptation for wasteful expenditure in advertising, ex- 
ploitation of doubtful markets, risky investments, and other forms 
of waste, on the theory that the government is actually standing 
the greater portion of such expense. 

8. The so-called *' excess profits " and other profits in business 
are shrinking in many industries and have entirely disappeared 
from others, whose operation for the current year will undoubtedly 
show a loss. 

9. To finance the needs of a great government by dependence 
upon huge revenues derived from excess profits, or any other kind 
of tax on profits from the operation of business, is extremely 
hazardous. 

10. Sneers to the contrary notwithstanding, the average Amer- 
ican business man is concerned with something larger in his busi- 
ness than " profiteering," and he naturally looks with great dis- 
favor upon a system of taxation which forces him in peace time 
to increase his profits to an extent which seriously hampers the 
power of the consumer to buy his goods. 

11. As business is conducted for profit, substantial business taxes 

1 Page 47, American Economic Review, March, 1919. 
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must form part of the cost of commodities, and every transfer of 
title to such commodities carries the burden of the tax, to be paid 
by the seller, thus forming part of the price to the purchaser, who 
in turn adds his own business tax when he sells. The result is 
that in an average of 5 or 6 turnovers it is possible that the pyra- 
mided normal tax, excess profits tax, capital stock tax, and in 
some cases special excise tax, may amount to an increase of SO per 
cent in the price to the consumer. 

12. While our excessive and complicated business taxes are not 
the sole cause of the high cost of living, they are indisputably one 
of its greatest contributing factors. 

The Department of Justice has made a study of the effect of 
present business taxes on the high cost of living, and its represen- 
tative recently stated that 23.2 per cent of the present prices of 
the necessaries of life is attributable to pyramided business taxes. 

Even though it is not freely admitted by some economists, busi- 
ness men know that in a large percentage of cases in the past, and 
in practically every instance in thie future, substantial business 
taxes have been, and will have to be, added to the cost of merchan- 
dise for the same reason that all producing or manufacturing costs, 
rents, royalties, wages, salaries, travelling expenses, advertising 
and general overhead must be included. The conclusion is inevi- 
table, therefore, that the consumer is bearing a very heavy burden 
under our present tax system. 

Prices and profits are not solely controlled by business taxes; 
but business taxes must be, and necessarily are included in mer- 
chandise costs. Having established his cost, the merchant must 
take into consideration a number of factors in making his selling 
price. 

In a seller's market, such as we have had since 1915, profits rose 
very rapidly in those lines in which the demand was large and the 
supply limited. In other lines of lesser demand and greater supply 
profits remained more nearly normal. Competition was negligible 
under the former, and very important under the latter condition. 

Whether high business taxes as part of the costs had much to 
do with fixing the war prices of goods for which all the world was 
bidding is questionable; but as to those goods which continued to 
be sold under competitive conditions, there is no reason to believe 
that heavy normal, excess profits, and special taxes could have 
been, or were disregarded in the selling prices. 

It is a universal rule of business that every substantial increase 
in the cost of production must be reflected in the selling price. 
This rule may possibly be temporarily disregarded in a wild seller's 
market. With a return to normal conditions, however, dealers 
who wish to remain solvent will certainly reflect in their selling 
price the very large item represented by the present taxes on busi- 
ness. It would seem almost childish to insist, as is being done in 
some quarters, that such is not the case. 



THE GROSS SALES, OR TURNOVER TAX 187 

Surtaxes 

The present personal income tax, while bearing heavily on 
moderate incomes, often permits very large incomes to entirely 
escape taxation, because of investment in non-taxable securities. 
The rate of tax on income, therefore, should not exceed the point 
at which the taxpayer can get a reasonable return on investment in 
taxable securities. Any rate of tax beyond that point will cause 
investors to dispose gradually of taxable securities and replace 
them with non-taxable ones, thus depriving the government of 
revenue and creating a class of non-taxpayers, to the extent that 
people of great wealth invest their incomes in tax-free securities. 

In addition to depriving the government of revenue, this prac- 
tice of investing huge sums of money in tax-free securities with- 
draws large amounts of investment capital from taxable stocks and 
bonds, which, if continued, will seriously cripple many industries, 
including railroads and public service corporations. The income 
tax should, therefore, be graduated only to the point where it shall 
continue to be productive. 

The following estimated amount of tax-exempt bonds has been 
compiled by Mr. Otto H. Kahn of New York : 

Estimated Amount of Tax-Exempt Bonds 

In Round Figures 

1. Debts of states, cities, school districts, and other political 

subdivisions $6,500,000,000 

2. United States interest bearing debt, issued prior to 191 7.. 875,000,000 

3. Debt, District of Columbia and United States possessions. 50,000,000 

4. Liberty 3^^% and Victory 3^%. Bonds 2 5,650,000,000 

5. Sundries, such as city and state revenue warrants, issued 

and afloat, and federal Farm Loan Bank bonds 500,000,000 

6. Bonds of the Second, Third and Fourth Liberty Loan 

issues, although generally taxable, are entirely tax exempt 
up to certain limited amounts in the hands of holders. 

This absolute tax exemption applies to amounts which' 
may be as high as $130,000 bonds in the hands of any 
one holder. It is safe to figure that this aggregates an 
actual tax exemption of not less than 500,000,000 



$14,075,000,000 



2 The Victory Bonds were issued as either 4^ per cent taxable or 3^ per 
cent tax-exempt bonds, the holder of the former having tht unrestricted 
right to convert into the latter, and vice versa. 

N. B. — This estimate is based upon figures taken from the U. S. Census 
Reports, Daily Bond Buyer, the Financial and Commercial Chronicle and 
other reliable sources. 

There has been some hope that the courts might decide that 
Congress has the power to enact legislation which would make the 
bulk of these tax-exempt securities subject to the income tax. 
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This question, however, seems to have been settled negatively and 
definitely by a recent decision of the United States Supreme Court 
rendered in the case of Evans v. Gore, involving the right of 
Congress to tax the salaries of federal judges. The Court re- 
ferred to and confirmed its previous decisions, and expressed the 
opinion that the 16th Amendment does not extend the taxing 
power of Congress to previously excepted subjects, and therefore 
does not permit the taxing of municipal income. 

Both ex-Secretary Glass and Secretary Houston are on record 
against the continuance of the higher surtaxes. Assistant Secre- 
tary R. C. Leffingwell, in an address delivered before the Academy 
of Political Science on April 30th last, said : 

" We have gone beyond the point of productivity with re- 
spect to surtaxes. Today the country is suffering from lacK 
of capital for essential business purposes. That is because 
you cannot get the same dollar twice from any man. If you 
take money from any given taxpayer for taxes you can't sell 
him bonds for the same money, nor can the railroads sell him 
bonds. The surtax rates are so high that they drive the capital 
of rich men out of the country or into exempt securities, with 
the result today that we are subsidizing wasteful expenditures 
by states and municipalities or encouraging expenditures by 
them at a time when they might be deferred until the supply 
of capital was larger and sufficient for all, and we are dis- 
couraging investments by such men in other high grade 
securities." 

Increased Tax Exemption for Persons of Small Income 

As our program depends primarily upon the turnover tax for 
income, and only in a secondary degree upon taxes on personal 
income, it seems to this committee only just that persons of small 
income should receive the same consideration which was shown to 
them when this government first levied income taxes in 1914, 
especially because the purchasing power of the dollar has de- 
creased more than one-half. 

Instead, therefore, of the present exemptions of $1,000 for 
single persons and $2,000 for married persons, we believe the ex- 
emptions should be $2,500 and $5,000 respectively, retaining ex- 
emptions for minor children and other dependents and increasing 
them as well. 

Persons of small income normally spend from 90 to 100 per cent 
of it for living expenses, including rent. Under such circum- 
stances those persons will be paying from 2}^ to 3 per cent oi 
their income in indirect taxes on all expenditures except rent, and 
will thus be contributing a fair share of their income to govern- 
ment maintenance. This increased exemption will serve also to 
eliminate the great number of small dealers, especially farmers, 
from paying income taxes. The farmer, for instance, beside his 
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specific exemption as a married man with additional exemption 
for minor children and other dependents, would have exemption 
for minimum turnover, which, combined with personal income tax 
exemptions, will in the majority of cases practically eliminate him 
from the tax lists. The same state of facts applies to the very 
small merchant, to the mechanic who does a small amount of busi- 
ness, and to the person who renders a small amount of personal 
business service. 

All this would make for facility in administration and it has the 
additional virtue of lessening the burdens which are resting so 
heavily on the shoulders of those least capable of bearing them. 

Gross Sales or Turnover Tax in Lieu of All Other 

Business Taxes 

Advocates of the gross sales or turnover tax in lieu of all other 
business taxes have been challenged to give some reasons why the 
selling of merchandise or of services should form the basis of a 
tax. We believe the answer is simple. 

The entire wealth and prosperity of our country depends upon 
what may, for want of a better general expression, be termed 
" business ". That is, it depends upon the products of- agriculture, 
animal industry, the mining of metals, minerals, and oils, forestry, 
the turning of raw materials into manufactured products and build- 
ings, and all the movements of raw materials and finished goods 
through the various channels of trade, until they reach the con- 
sumer. This embraces the services of professional men who con- 
duct a business which has to do, directly or indirectly, with one or 
more of these various processes. It includes all transportation and 
public service and all methods of intercommunication, such as 
telegraph, telephone, railways, steamships, mails, etc. In short, 
the movements of business, so conceived, furnish the foundation 
of all our wealth. 

To protect all business operations and the great interests in- 
volved, in order that they may exist and function free from for- 
eign aggression or interference is one of the primary functions of 
the federal government. Because of this protection and other val- 
uable services rendered by the federal government, it is right and 
fitting that the expenses of the government should be largely, if 
not entirely, provided for by business. 

My own personal view is that business, through the medium of 
a small turnover tax, could well pay the entire cost of economically 
running the government, take care of the great national debt, and 
permit the dropping of all other kinds of federal taxation. Such 
an exclusive tax would naturally eliminate the personal income tax 
and relieve business from the burden of providing the additional 
interest, dividends or profit which it must now furnish to pay the 
income taxes. In other words, I believe that personal income 
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taxes practically amount to indirect business consumption taxes 
which business must generally find for the individual taxpayer. 

The Business Men's National Tax Committee, hovvever, has not 
gone so far as to advocate dropping the tax on personal incomes, 
except as we have indicated by increased exemptions for small 
incomes and the reduction of some of the higher surtaxes. 

Assuming that it is the duty of business to furnish the bulk of 
financial support to the government, the question arises as to the 
manner in which business can pay this revenue with the least 
possible disturbance to or interference with its various essential 
operations, and, what is even more important sociologically and 
politically, with the lightest burden on the consumer. 

Notwithstanding the views of some economists to the contrary, 
the producer or manufacturer of goods is very much concerned at 
all times regarding the capacity of the consumer to buy a maximum 
amount of his merchandise, and the constant trend of business is 
to cheapen production in order to increase the voltmie of sales. 
Experience has taught that the larger the output, the smaller is 
the cost per unit, and the marketing of the larger output gener- 
ally results in a smaller selling cost per unit. While, therefore, 
business may actually receive larger net profits at smaller prices, 
the consumer on his part has had the benefit of the cheaper prices. 

Business men have been studying the effect of the very heavy 
normal and excess profits taxes levied on business during the past 
three years, taking into consideration all those elements which go 
to make up the fiscal policy of the government, so far as taxation 
is concerned. 

Our conclusions are very direct and simple : We believe 

First — That business can well afford to pay a tax based on every 
turnover of merchandise, provided the rate of tax is a very low 
one and that this shall be the only tax on business. 

Second — Tax on turnover is a more certain tax, because it does 
not depend upon profits. The experience of business men is that 
profits are very difficult to anticipate and that there are always a 
certain number of unprofitable years followed by better years, and 
only occasionally by extraordinarily good, or " boom " years. 

Third — Our present system throws too heavy a burden on busi- 
ness men. They are faced with the necessity of providing very 
large sums of money as the government's share of the taxes which, 
even though they have been collected from their customers, are 
very often not in the form of cash in hand, but in book accounts, 
raw materials and merchandise. 

We believe, in short, that a general turnover tax, not exceeding 
1 per cent, will furnish to the government all the money which it 
may require, even in these days of huge expenditure, and this, 
with a moderate tax on personal incomes, revenues collected from 
duties, and an inheritance tax, will give the government ample 
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funds to pay its way and ought to furnish a surplus sufficiently 
substantial to retire our present great debt within a generation. 

We shall take up in detail the question of the turnover tax and 
shall consider especially some of the principal objections which 
have been offered against it, and also some of the arguments in 
favor of a limited sales tax. 

Consumption Taxes 

According to the Committee on War Finance of the American 
Economic Association, the federal government has in the past de- 
rived its tax revenue almost wholly from consumption taxes in the 
form of duties on imports, and, since the Civil War, excise taxes 
on liquors and tobacco. 

Of the $1,150,000,000 of tax revenue collected during the War 
of the Rebellion, that is from 1861 to 1866, over 75 per cent came 
from consumption taxes, while in 1913, 95 per cent of the total 
tax revenue of the federal government was supplied from con- 
sumption taxes. 

In 1914, the first year of the income tax, consumption taxes 
yielded 89j4 per cerjt of the total tax revenue. 

Here is unmistakable evidence that the people of the United 
States are not facing any new problem when they are asked to pay 
an indirect consumption tax in the form of a pyramided turnover 
tax on all sales, which may amount to 2J^ to 3 per cent of the 
final price of goods for consumption. They cannot possibly con- 
sider this small tax a heavy burden. 

Up to the beginning of the Great War, then, about nine-tenths 
of our revenue came from indirect consumption taxes, however 
concealed from the public eye. Duties on imports, and excise taxes, 
collected from producers or manufacturers, impose heavy tax bur- 
dens on the consumer. These duties and excise taxes, because they 
are collected from the importer, manufacturer and producer, be- 
come part of the initial cost of the goods and every sale or turn- 
over made thereafter carries the gross profit on the duties and 
taxes, as well as on the other cost elements of the merchandise. 

It is safe to assume that, in the past, for every dollar the gov- 
ernment has collected, either as duty on imports or excise tax on 
liquor and tobacco (when those excise taxes were collected from 
manufacturer or producer), the consumer paid at least two dol- 
lars, or 100 per cent profit on the duty or excise tax, which addi- 
tional dollar, however, the government did not get. 

Our imports, however, are fortunately but a small part of the 
annual turnover of the country, and it is conceded that there are 
other important principles involved in the practice of levying heavy 
customs duties. 

Under our proposed turnover tax, the government will get every 
penny of the small pyramided tax, which will probably average less 
than 3 per cent of the price paid for goods by the consumer. 
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So-called " Luxuries " and " Non-Essentials " 

The suggestion has been made that the only desirable sales tax 
is one to be levied on a selected list of articles deemed to be non- 
essential or luxurious, that it shall be collected at that point of 
manufacture or distribution where the industry is most highly 
concentrated, and that its rate be 10 per cent. In this list are in- 
cluded most of the commodities now taxed under Title IX of the 
Revenue Act: automobiles and accessories, sporting goods, toilet 
articles, electric fans, chewing gum, thermos bottles, works of art, 
furs, jewelry, cameras, etc. It is proposed also that additions be 
made to this list. 

At present these commodities are taxed at rates ranging from 
3 to 10 per cent. If the rate be fixed at 10 per cent, some will be 
taxed twice as heavily, and others thrice as heavily, than they 
now are. 

If we add to the list now taxed, we shall have vigorous oppo- 
sition from every new industry proposed to be included. 

We shall continue, under this plan, to levy discriminatory and 
inequitable taxes, whose only excuse for being was the active 
prosecution of the war. The war is ended and discriminatory 
taxes should be eliminated, not perpetuated. 

The very form of the' tax proposed is objectionable, because, 
unless the 10 per cent tax levied on manufacturer or producer is 
passed along on each successive transaction at the foot of the in- 
voice (and this is not practicable), it will be included in the first 
selling price, and will go through the familiar process of increase 
by adding gross profit on gross profits until, after five or six turn- 
overs, the 10 per cent tax originally paid to the government will 
probably amount to a pyramided tax of 20 per cent to be paid by 
the final consumer. This is not the path which will lead back to 
lower consumption prices. 

If such a plan were adopted, moreover, Congress would be 
faced with the dilemma of defining " luxury " and " non-essential ". 
This is a task so complex that the Council of National Defense, as 
well as the War Industries Board, refused to undertake it. Dur- 
ing the war many worthy people insisted that these two war organ- 
izations should issue lists of non-essential industries in order that 
steps might be taken to put them out of business. 

The clear-headed men on these great public boards, who were 
responsible for the direction of industry during that time of stress, 
refused to stigmatize any industry as definitely non-essential, bear- 
ing in mind the fact that a highly essential munitions factory 
might immediately become non-essential with the termination of 
the war; and, conversely, industries producing the luxuries of 
civilization would be most essential at that time in providing work 
for the returned soldier and for the men who had been temporarily 
employed in producing goods actually essential to the prosecution 
of the war. 
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Let us consider the articles now taxed under Title IX of the 
Revenue Act. 

In the first place, we find diversity of rate, and much injustice. 

Sporting goods are taxed at 10 per cent when sold by manufac- 
turer, producer or importer. We suppose this was done on the 
theory that sporting goods are luxurious and non-essential. The 
fact that much of this material may be necessary for the upbuild- 
ing of the youth of the country and for keeping men and women 
in good health and fit for the business of e very-day life might 
almost spell essentiality. Here we have a tax which, because it 
is pyramided all along the line, has fallen with very heavy impact 
on the consumer. 

Automobiles may be, and undoubtedly are, absolutely essential 
to many people in their business and in their private pursuits. 
The country doctor, builder, lawyer, farmer, and their city proto- 
types, using a " flivver " instead of the old-time buggy, or the 
street car, can hardly be accused of acquiring a luxury or non- 
essential. Admitting that cheap cars of the Ford type may be 
distinguished from the higher priced automobiles, are we to say 
that a more costly car owned by a city doctor for the same uses 
as the more modest car used by the country doctor becomes a non- 
essential or a luxury merely because of its higher cost ? 

The Act of 1917 placed a tax of 3 per cent on a very restricted 
list of the goods sold by jewelers. Under the stress of necessity 
for securing greater income. Congress, with the help of the jewel- 
ers, framed a tax paragraph for the Act of 1918 which covered 
practically every article sold by the jeweler. The Ingersoll watch, 
the nickel alarm clock so necessary to the worker, the better 
jeweled watch without which the railroad engineer cannot per- 
form his duty, the collar button, silver plated tableware, and many 
other articles equally essential and useful, are included in the list 
upon which the consumer now pays the 5 per cent sales tax. 

Candy and soft drinks are supposed to be other non-essentials, 
or luxuries, which may properly be taxed 10 per cent on sales by 
manufacturer, producer or importer. This may amount to 15 per 
cent or more when sold to the consumer. Many people will not 
be willing to grant that candy and soft drinks are luxuries and 
they can find very strong grounds for proving them necessities 
especially in these days of national prohibition. Before the Vol- 
stead Act became law, there were annually consumed in the United 
States sixty million barrels of beer containing about eight hundred 
million pounds of malt sugars (maltose and dextrines). Despite 
the advent of " near beer," the habitual beer drinker, feeling the 
physical effect of the withdrawal of the sugar ration formerly 
imbibed with his beer, often turns to candy and soft drinks for the 
sugar which his system demands. This undoubtedly accounts for 
much of the increased consumption of sugar in the form of candy 
13 
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and soft drinks. Candy has become a well-recognized part of the 
diet of the country and should not be regarded as a luxury. 

Many Congressmen must have felt regret when they voted for 
the present tax on art. If the suggestion for the continuation of 
the special sales taxes at a rate of 10 per cent should be adopted, 
art will continue to pay more than its share of the taxes. Under 
rulings of the Department of Internal Revenue, a very peculiar 
condition has developed with respect to the art paragraph (Sec- 
tion 902) in the present Revenue Act. Notwithstanding the fairly 
clear intention of Congress to tax art objects, either when sold 
for consumption or use or when sold by dealers, literal .'construc- 
tion of the law has brought about the condition where art is now 
taxed on every turnover. It is possible for a painting to pass 
through the hands of half a dozen dealers and be taxed 10 per cent 
each time on the sales price. If finally, an art collector should 
sell the painting back to a dealer, this sale is also taxed and from 
there on the same process may be repeated all over again. This is 
simply one of the curiosities of the Act of 1918. 

Musical instruments are included among luxuries or non-essen- 
tials under the present act. Is a piano, used by a musician for 
concerts, non-essential ? Are musical instruments used by members 
of an orchestra, or by persons who are trying to acquire the art of 
performing on them, essential or non-essential ? It may be argued 
that during war time, music becomes a luxury; but it must be re- 
membered in this connection that one of the most potent factors in 
preserving the morale of our own men at the front was the use 
of these same " luxurious " musical instruments used in providing 
constant entertainment behind the lines and in the camps. 

Questions of the same nature may be asked concerning practi- 
cally every other item taxed under Title IX. Furs are absolutely 
essential in the north and northwestern parts of our country. 
Electric fans, in hospitals, workrooms, stores, offices and dwellings 
are highly essential to the health and comfort of our people, while 
thermos bottles have ceased to be a luxury and are now within 
the reach of every worker and form an adjunct to the dinner pail. 

If addition of other articles to the list now embraced in Title IX 
should ever be seriously contemplated by Congress, it will be in- 
teresting to observe the attitude of those who favor taxation on 
the groimd that an article is a " luxury " or " non-essential ". For 
example, take clothing : What kind of clothing is essential ? Some 
covering, of course, is necessary. Overalls and jackets, however, 
serve most of the practical uses of clothing. If this is conceded, 
then it follows that all clothing costing more than $8.00 a suit for 
men or women may be considered non-essential, if not exactly 
luxurious. 

What shall we say of laces, silks, velvets, fine linens, fine fur- 
niture, fine china, cut glass, expensive wall coverings, costly in- 
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terior decorations, expensive plumbing fixtures, materials for 
building luxurious country and city houses, all of which are not 
now taxed and all of which make for artistic progress in our 
coimtry and serve to raise us from the dull level of clods? 

If a list of luxuries and non-essentials is to be prepared, we 
must not forget cut flowers, hothouse fruits, vegetables raised 
under glass, and many other things which are always luxuries for 
the man with a slender purse and might even be considered non- 
essential when bought by the rich. 

A survey is now being conducted under the auspices of the 
General Education Board in an effort to discover the weak points 
in the art of designing in many of our industries' with a view to 
remedying any defects which are foimd. Advocates of placing a 
penalty upon the production and sale of artistic objects and the 
things of beauty which make life worth living to people of taste 
and culture (and our entire nation may well be considered to be 
relatively possessed of these characteristics), are trying to turn 
back the clock of civilization. 

Another reason advanced with great fervor by advocates of a 
special tax on so-called luxuries and non-essentials is that such 
taxes will discourage spending and encourage saving. 

Luxury and waste always flourish, especially after a war; but 
only the common sense of the people will bring some of them back 
to normal conditions. Precept and example on the part of the 
government will be more effective than ill-judged and discrimina- 
tory taxation. Even if it were possible to make a definite list of 
luxuries and non-essentials, a drastic tax rate might cut down the 
sale of such goods. If this were to happen, great numbers of 
wage earners whose life work has been the production of goods 
which usually spell civilization would be thrown out of employ- 
ment or forced to accept greatly reduced wages. Billions of dol- 
lars of capital invested in the production of these so-called lux- 
uries and non-essentials would cease to have earning power, and 
industrial bankruptcies, with their wide-reaching effects on dealers, 
stockholders, and banks, would follow. 

It is, therefore, sheer folly in peace time to base a system of 
taxation on a few specially selected articles of commerce with the 
avowed purpose of discouraging the manufacture and consump- 
tion of goods upon which the prosperity of the nation depends in 
no small degree. 

Special Taxes 

The recommendation has also been made that added revenue can 
be secured from a tax on certain selected articles of wide and gen- 
eral use, always on the supposition that the corpus of the present 
act is to be preserved. 

The same objection can be urged against these special taxes as 
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against taxes on so-called luxuries and non-essentials. They are 
discriminatory and inequitable and have no cause for being in 
time of peace. 

However, let us consider this proposal : 

A tax on gasoline is recommended, to be paid by the refiner at 
two cents a gallon. This, of course, will be added by him to the 
cost of his fluid and, by the time it reaches the consumer, the 
profits of the several handlers of the gasoline will be added and 
the consumer, instead of paying the two additional cents which the 
government demands, will pay not only that but a greater sum 
which includes the profits on the tax. 

The same process will be gone through with sugar, on which an 
additicfnal duty of 2 cents a pound is suggested. With sugar sell- 
ing at 20 cents a pound retail, this would amount to an additional 
tax of 10 per cent on the consumer, plus, however, the profit on 
the two-cent tax at every turnover from payment by the importer 
to final sale by the retailer. Adding the gross profit of each 
iiealer, this added duty of 2 cents may well aggregate over 3 cents 
on the final sale, and amount to a consumption tax of 20 per cent. 

Another suggestion for additional revenue to replace that which 
will be lost by repeal of the excess profits tax is to raise the rate 
of postage from two to three cents on first class mail. One cent 
does not '' cut much ice " with the theorist, but it may mean much 
to the business man whose outgoing mail runs into hundreds of 
pieces daily. The three-cent postage on first class mail was tol- 
erated as a war measure; but the business world was quite content 
to go back to two-cent postage after the termination of the war. 
The imposition of such a tax in peace time would be unjustifiable. 

Application of the One Per Cent Turnover Tax 

We have worked out the effect of our proposed tax on several 
articles of wide utility. We have secured tables showing the effect 
of this tax on a suit of overalls and jacket, a suit of men's cloth- 
ing retailing at $60, a pound of granulated sugar, a yard of taffeta 
silk, a rubber tire, a pair of heavy service gloves, and on some 
other items. These tables have been prepared by men and firms 
prominent in their respective lines, and, where we are permitted 
to do so, their names are given. 

We take great pleasure in submitting the following tables, which 
amply demonstrate that the cost of our proposed tax to the ulti- 
mate consumer will not exceed 3 per cent of the price of the com- 
modity and will often be less : 
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ON GRANULATED SUGAR 
Furnished by Seetnan Brothers of New York 



Tax at 1% 



1. Raw sugar, if bought by refiner 

from importer 8 no lbs. @ .i6 $17.60 $.176 

2. Refined granulated sugar from 

refiner to wholesaler (based on 

ID lbs. loss in refining) 100 lbs. @ .21 $21.00 .210 

3. Wholesaler to retailer based on 

$1.00 per 100 for gross profit 
and 50c. per 100 for average 
freight from refinery 100 lbs. @ .225^ $22.50 .225 

4. Retailer to consumer based on 

$2.25 per 100 for gross profit 
and 25c. per 100 for average 
freight from wholesaler 100 lbs. @ .25 $25.00 .250 



Total tax on 100 lb. price for consumption $.861 

Tax on i pound selling at 25c .00861 

Or 3,44 per cent of the price to consumer. 
August 13, 1920. 

ON BREAD 

Compiled by Mr. William C. Cornwell, Editor of the Bache 
Review, from information obtained from various wholesale and 
retail dealers in New York City. Printed in the Bache Revietv, 
April, 1920 (Special Edition). 

In estimating the effect on the price of a loaf of bread, the tax 
would be levied first when the wheat leaves the producer; second, 
when it leaves the miller; and third, when it leaves the retail 
grocer or the baker. Prices and taxes would be as follows : 

When it Leaves the Farm 

Price Tax 
One bushel of wheat would be sold for, say . . . : $2.00 $0.02 

When it Leaves the Miller 

4.% bushels of wheat to the barrel, with flour averaging 
$12 per barrel, would make one bushel of wheat in 
flour worth 2.67 .0267 

When it Leaves the Baker 

A barrel of flour makes from 260 to 270 loaves of bread. 
One bushel of wheat is two-ninths of a barrel of flour. 
This would make 60 loaves to a bushel of wheat. Fig- 
uring these 60 loaves at an average of 8c. to 9c. per 
loaf, price would be 5.10 .05 10 

* If the raw sugar is imported direct by the refiner, as it usually is, the 
total tax would be reduced to .685 on 100 lbs. granulated, or 2.74%. of sell- 
ing price to consumer. 
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This would make the total tax on all sales of a bushel of 
wheat, from wheat to flour to bread $0.0977 

This tax thus far — approximately loc. — ^is the total price 
to be added to the 60 loaves of bread on account of the 
one per cent tax on sales progressively from the farm to 
the consumer. 

This total tax, if passed along, is so small, amounting to 
less than one-sixth of a cent per loaf, that it could not 
be added to the price per loaf to the consumer. It 
would probably be passed on by the miller and be paid 
by the baker ; but would be such an infinitesimal reduc- 
tion from his profits that he would be almost totally 
unaffected. 

These calculations are based on only three sales, from farmer to 
consumer; but if one or two sales of the wheat take place it would 
still leave the tax at a small fraction of a cent to the loaf. 

Further than this, it is stated that bakers do not bake half the 
bread used. Many domestic users buy flour from grocers and make 
their own bread. This further reduces the individual tax. 

ON BEEF 

Printed in the Bache Review for April, 1920 (Special Edition), 
founded upon figures furnished by Armour & Company. 

Calculations of the Tax on Beef 

In the same way the tax-result on beef may be estimated, as* 
follows : 

Result on steer killed July 17, 1919— Lot 30L 

Cost of Live Animal and Expense in Killing and Disposing of 

Resulting Products 

Live weight 1,202 lbs. @ 16.34 per cwt $196.41 

Expense and labor, buying, killing, driving, yarding, feeding, re- 
frigeration, etc 8.85 

Cost of selling (branch house expense) 86c. per 100 lbs 6.10 

Freight to branch house 710 lbs. @ 69c 4.90 

Total cost $214.26 

Amounts Received for Products Sold 

Fats— 85.8 lbs. @ 18.81 per 100 lbs $16.14 

Hide — 78 lbs. @ 32.71 per 100 lbs 25.51 

Offal — edible and inedible @ 41c. per cwt— live weight 4.93 

Dressed beef— 720 lbs. less shrink 10 lbs.— net 710 @ 23.99 cwt.. . . 170.33 

Total selling price $216.91 
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How the Tax would Affect the Consumer 

Price Tax 
If we analyze these figures, we find that the cost to the 

packer of one steer would be $196.41 

The tax of one per cent, to be paid by the farmer or the 

seller, would accordingly be $1.96 

Following up the 720 lbs. (net 710 lbs.) of dressed beef, 

the selling price of this would be I70.33 

On which the tax paid by the packer would be 1.70 

The total tax which might be added to the beef, first by 

the farmer and then by the packer, would thus be, when 



the beef reached the retailing butcher $3.66 



Dividing this tax up among the net 710 lbs. of dressed 
beef, we find that the tax on each lb. would be $0,005+ 

If the butcher sold the beef at, say, an average, all cuts, 
of 40c. per lb., his tax would be four-tenths of a cent 
per lb.— or two-fifths of a cent .004 



The total tax thus far, if added to the price to be paid by 

the consumer, would thus amount to $0,009 

which is a little less than one cent a pound on beef. 
This includes all taxes from the farm, to the packer, to 
the butcher and to the consumer. 

ON PORK 

Printed in the Bache Review for April, 1920 (Special Edition), 
founded upon figures furnished by Armour & Company. 

Calculation of the Tax on Hog Products 

We have obtained, also from official sources, figures on the cost 
of hogs and hog products, and have estimated the tax which, under 
this plan, would be levied from the time the animal was sold by 
the farmer until the various products reached the consumer. 

Result on Hog — October 17, igig 

Live weight, 306 lbs. @ 14.3c $43-76 

Expense and labor, buying, yarding, driving, killing, feed- 
ing, refrigeration, etc 4.59 



Total cost $48.35 

Value of Products Resulting from Hog 

Hams 14% of live weight, 42.84 lbs. @ 2oJ^c. . . $8.78 

Bacon & fat bks. 31%. " " " 94.86 " (gaij^c. 30.i6 

Shoulders 12^%." " " 38.25 " ©22^0... 8.61 

Lard 8% " " " 24.48 " @ 29c 7.10 

Leaf lard 3% " " " 918 " ©29^0... 2.71 

Other products . . 4.02% " " " 1.44 



72.52%. $48.80 

72.52 is the per cent of marketable products to live weight. 
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How the Tax on Sales would Affect the Consumer 

Price Tax 

If we analyze these figures, we find the cost to the packer 
of one hog would be $43-76 

The tax of i%. to be paid by the farmer or the seller, 

would accordingly be $0.44 

Following up the approximate 217 lbs. of consumable prod- 
ucts of one hog, the selling price of this would be 48.80 

On which the tax paid by the packer in selling this 
would be .488 

The total tax which might be added thus far, first by the 
farmer and then by the packer, would be, when the hog 
reached the retailing butcher $0,928 

Dividing this tax through the 217 lbs. of consumable prod- 
ucts we find a tax on each lb. of $0.0045 

The tax thus far on the 217 lbs. of consumable products is, 
as we have seen, about 93c., or at the rate of less than 
one-half of ic. on each lb. If the butcher sold the pork, 
products at retail prices, he would receive about $107, on 
which his tax would be about one-half of ic. per lb., 
namely .0049 



• 



The total tax, if added to the price to be paid by the con- 
sumer, would in all, amount per lb. to $0.0092 

which is a little less than one cent a pound on pork and 
pork products. 

ON A SUIT OF men's CLOTHING RETAILING AT $60 

Furnished by Mr. William Goldman of New York 

Tax at 1% 

1. Raw wool in the grease, value about $6.50 $.065 

2. The wool dealer has the wool scoured and sells it to the spin- 

ner, at say $8.00 080 

3. The spinner converts it into yarn and sells it to the cloth manu- 

facturer for, say, $10 100 * 

4. The cloth manufacturer weaves it into cloth which he sells for 

about $4 a yard, 3^^ yards 1333 

5. Trimmings, linings, etc., have a value of about 50% of the 

value of the cloth and have gone through the same processes 
of conversion as the wool has to the finished cloth. The tax 
on these would, therefore, be 50% of the sum total of the 
foregoing taxes, or 1891 

* More than 50%^ of all cloth does not go through the process of spinning 
(the third step in the foregoing table). The majority of cloth used is 
known as "wool goods," which is carded at the mill which conducts all 
the processes from raw wool to finished cloth. 
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6. These materials are converted into a suit of clothes by the 

manufacturer, who sells it for $40 4000 

7. The suit is sold at retail for $60 6000 



Total tax on price for consumption $1.5674 

Or 2.6i per cent of the price to the- consumer. 
July 15, 1920. 

ON A SUIT OF OVERALLS AND JACKET RETAILING AT $8.00 

(Standard 3.20 Indigo Denim) 

Furnished by Sweet-Orr 6* Company, Inc. 

Overall Jacket Tax at i% 

1. Cotton in the bale, 4H lbs. @ 40c $.90 $.90 $.0180 

2. Spinners and weavers : 

Denim, 75^ yds. @ 44c 1.65 1.65 .0330 

3. Dealers in trimmings: 

Overall Jacket 

Pocket drill 1 100 

Thread 0500 .0425 

Buttons , 0250 .0350 

Buckles .0103 



Totals 1953 -0775 

.0775 



Total 2728 

The imposed tax on these items added 
from the source will probably total 
25^%, or .00682 

4. The overall manufacturer sells the garments 

to the retailer at 3.00 3.00 .06000 * 

5. The retailer sells the garments to the con- 

sumer for 4.00 4.00 .08000 



Total tax on price for consumption .... $.19782 

Or 2,47 per cent of the price to consumer, 
August 10, 1920 

ON A PAIR OF HEAVY SERVICE GLOVES RETAILING AT $2.25 PER PAIR 

Furnished by a prominent manufacturer of gloves. 

Tax at 1% 

1. Raw horsehide value as sold to tanner by rendering 

company, or hide dealer about $.32 $.0032 

2. Tanning materials sold to tanner 10 .0010 

3. The tanner converts the hide into leather and sells to 

the manufacturer » 70 .0070 

^ If the goods were sold by the manufacturer to the jobber before reach- 
ing the retailer, there would be an added step entailing an additional tax of 
$.05, making the total tax to the consumer $.2478, or a shade over 3% of 
the entire selling price. 
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4. Supplies sold to the manufacturer: 

Thread 015 

Canvas 025 

Binding 010 .05 .0005 

5. One pair gloves sold by manufacturer to jobber 1.25 .0125 * 

6. One pair gloves sold by jobber to retailer 1.6$ .0165 "^ 

7. One pair gloves sold by retailer to consumer 2.25 .0225 



Total tax on price for consumption • $.0632 

Or 2.8 per cent of price to the consumer. 

August 20, 1920 

ON A YARD OF TAFFETA SILK RETAILING AT $2.25 

Furnished by a prominent silk manufacturer. 

Tax at 1% 

1. Raw silk thrown, value about $.6564 $.0066 

2. Cost of dyeing 1652 .0017 

3. The silk manufacturer winds warps and weaves 

the dyed silk which he sells for about $1.45 per 

yard .014$ 

4. The retailer sells this material for $2.25 per yard. . .0225 



Total tax on price for consumption $.0453 

Or 2 per cent of the price to the consumer, 

August 19, 1920 

ON A RUBBER TIRE 

30 X 3^ Cord Tire, Retailing at $35.10 

Furnished by Mr. Horace DeLisser, President of the Ajax Rubber Co. 

Tax at 1% 

t. Crude rubber used at importation cost $5.35 $.0535 

2. Raw cotton used as imported 3.00 .0300 

3. Raw cotton used domestic growth .40 .0040 

4. Imported cotton into yarn 4.20 .043Q 

5. Domestic cotton into yarn .80 .0080 

6. Yarn into fabric 5.50 .0550 

7. Yam into fabric i.oo .0100 

8. Miscellaneous pigments 70 .0070 

9. The above materials converted into tires by the 

manufacturer, who sells them to the franchise 

dealer 28.45 .2845 

10. Franchise dealer sells them to the dealer 29.90 .2990 

11. Dealer sells them to consumer 35.10 .35 10 



Total tax on price for consumption $1.1440 

Or 3.25g per cent of the price to the consumer. 

August 18, 1920. 

^ In some instances the manufacturer sells direct to the consumer ; this 
eliminates the 1%. on 5 and 6. 

"^ In other cases the manufacturer sells to the retail trade ; this eliminates 
the 1% on 5. 
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Farming Implements and Machinery 

One of the largest manufacturers of farming implements and 
machinery has given us the following information : 

" Owing to the variety of materials entering into the manu- 
facture of the bulk of our products, it is not possible to fur- 
nish you with a detailed statement similar to that submitted 
to you in the case of a suit of clothes. 

" We have, however, carefully analyzed some of our prin- 
cipal machines and taking all the various factors into consid- 
eration, we as^imie that the total turnover tax in our com- 
plicated industry will be equivalent to about 3 to 3j4 per cent 
of the retail price of our machines to the consimier." 

Estimated Revenue from the 1% Gross Sales or Turnover Tax 

A gross turnover, or general sales tax, at 1 per cent would 
probably yield at least $3,000,000,000 annually, on the entire gross 
turnover of the country. 

We give below some of the estimates which have been made of 
the annual yield to be expected from such a tax: 

National Association of Manufacturers, Committee on Taxa- 
tion $6,720,000,000 

Roger S. Babson 5,000,000,000 

Bache Review for April, 1920, Special Edition 5,000,000,000 

Dr. Thomas S. Adams of Yale University, over 2,000,000,000 

Mr. McCoy, Treasury Department, U. S. A 1,700,000,000 

It would seem fair to assume from these figures that at least 
$3,000,000,000 could be collected annually if the rate were 1 per 
cent. This sum, or even two-thirds of it, in conjunction with a 
graduated tax on personal incomes, inheritance taxes and duties 
on imports, should be more than sufficient for the needs of the 
government, even in these days of huge expenditures. 

Scope of the Proposed Gross Sales or Turnover Tax 
Included in the operation of the tax should be: 

Gross sales of all kinds of goods, wares and merchandise ; 

Gross sales of real property ; 

Gross rents and royalties of all kinds ; 

Gross receipts of all kinds of public utilities; 

Gross receipts of places of amusement, and clubs; 

Gross receipts by banks and bankers, of interest and commissions ; 

Gross receipts of commissions by brokers and commission men; 

Gross receipts of insurance companies, hotels, restaurants, bar- 
ber shops, livery men, architects, accountants, lawyers, physicians, 
advertising agents, sale of personal services of others, etc., etc. 

By "gross" sales, rents, and receipts, we mean the actual 
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amounts received without deduction of any expense of doing busi- 
ness. 

These taxes should be collected monthly on the total turnover of 
the previous month. 

The criticism has been made that the turnover tax of 1 per cent 
on the sale of capital assets, including sales of farms and city 
homes, manufacturing plants, and the assets of huge corporations, 
is more than these transfers could possibly stand, especially as some 
sales of capital assets may be made at a loss. 

Examining this criticism in the light of experience, we find that 
the expense of selling capital assets at present is generally more 
than 1 per cent. In fact, commission charges on the sale of city 
real estate have recently been advanced from 1 per cent to 2J4 per 
cent on all sales under $40,000, while the customary commission 
for the sale of country property is 5 per cent. 

The same conditions apply to the sale of other capital assets, 
that is, there is usually a substantial charge for the service of sell- 
ing, and the addition of the proposed 1 per cent tax will therefore 
rarely cut a figure in the transaction. 

It is true that sales of this nature are sometimes made at a loss; 
but that is not the rule. Under our proposed tax plan there will 
be no tax on the profits of such sales and it is therefore obvious 
that the vendors of city houses, farms, and all other capital assets 
will fare much better than they now do under the oppressive 
profits taxes. In any event, the seller can protect himself by pass- 
ing the turnover tax on to the purchaser. 

Many sales of capital assets have, in fact, been postponed be- 
cause the owners of the property knew that the government would 
take an unduly large share of a profit which may have been accu- 
mulating for a number of years. 

Where there is reorganization of a corporation, with no actual 
sale of capital assets, the transfer could be exempted from the tax. 

Gross Sales or Turnover Tax can be Cheaply and Easily 

Administered 

A gross turnover tax is simple of administration. The sales 
book or cash book of the taxpayer will automatically furnish the 
basis for computing the tax. The report can be made monthly on 
a very simple blank, similar to that now used by the Treasury De- 
partment (Form 728-A), where the taxpayer reports his month's 
sales on one line and his returns of merchandise as credits on an- 
other. The difference between the two shows his taxable turn- 
over for the month. 

A check for 1 per cent of the turnover so indicated could be sent 
to the local collector with the return, and there would be not the 
slightest strain on business, the banks, or the Revenue Department. 

The Government would be in receipt of several hundreds of 
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millions of dollars each month, and Avould therefore be relieved 
of the present expensive necessity of borrowing money at high 
rates of interest on short term Treasury certificates. 

The task of checking the returns under the turnover tax would 
be trifling compared to the present colossal job of taking care of 
the normal, excess profits and special excise taxes under the Rev- 
enue Act of 1918. 

Secretary Houston has publicly stated that the complexity of the 
present tax law has reached the point where it is clogging the ad- 
ministrative machinery and, threatens to break it down. 

It has recently been stated by "Mr. Daniel C. Roper, ex-Commis- 
sioner of Internal Revenue, that while the government is spending 
$25,000,000 annually to collect the tax, the taxpayers of the coun- 
try are spending at least $100,000,000 in preparing their tax re- 
turns. Under our proposed plan, we think it safe to promise that 
most of this last item will be saved. 

In spite of this high-priced expert advice from accountants and 
attorneys to taxpayers, the government has recently collected hun- 
dreds of millions of dollars in additional taxes, and expects to 
collect several billions more, because corporations and other busi- 
ness concerns have made returns which do not agree with the 
views of the Treasury Department. 

The Treasury Department has specifically stated that these 
enormous arrears of taxes are, in the main, due to innocent error. 
The fact remains, however, that these mistaken taxpayers, after 
paying the tax, believed that they had certain net profits and in 
reliance on that belief have paid out large sums of money in divi- 
dends. Some of them may now be faced with the alternative of 
somehow getting the cash to pay these huge arrears, or going into 
bankruptcy. 

The continuance of such a costly and unworkable tax system 
for the foremost commercial nation of the world is little short of 
a scandal. 

The adoption of the gross turnover tax in lieu of all other busi- 
ness taxes will permit the great army of accountants in the Treas- 
ury Department to catch up with their work. This will probably 
take several years and in the meantime Congress should promptly 
pass legislation which will make it possible for the Commissioner 
of Internal Revenue, with the consent of the taxpayer and the 
approval of the Secretary of the Treasury, to make a final deter- 
mination and settlement of as many disputed cases as possible, 
which settlement shall not be reopened or judicially questioned, 
except in cases of fraud or malfeasance. 

There are some other important points which have not yet been 
touched upon, to which I shall briefly refer. 
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Inheritance Taxes 

If there is no constitutional inhibition, taxes should be so ad- 
justed as to permit the levying of a single inheritance tax by 
Congress, providing for payment of a percentage of the tax so 
collected to the state in which the decedent's estate is situated. 

Multiple taxation by federal and state government on inheri- 
tances should be abandoned at the earliest possible moment. 

Evasion of Personal Income Taxes 

Various suggestions have been- made to prevent the accumula- 
tion of undistributed earnings through penalizing this practice by 
high rate of tax on the funds so accumulated. 

We believe that this situation can be met more fairly and 
directly through a plan which I shall briefly outline : 

Corporations, partnerships, sole traders, trusts and estates should 
be permitted to add to their capital a large percentage of each 
year's earnings. This percentage may be based upon a percentage 
of the capital, or a percentage of the earnings, or both. 

The amount of earnings remaining should be distributed: by 
corporations, among their stockholders; by partnerships, it should 
be credited to the personal account of each partner; by the sole 
trader, it should be credited to his personal account; and by trusts 
and estates, it should be credited to the accounts of the various 
beneficiaries. 

Through this process, all the earnings so distributed or appor- 
tioned will automatically become personal income and will be 
taxed as such. 

If those earnings required by law to be distributed or appor- 
tioned are not distributed or apportioned before the end of the 
taxable year, they may be taxed annually, at a rate to be deter- 
mined, until distributed. 

The only valid reason we recognize for obliging a business to 
distribute any part of its annual earnings under penalty of special 
taxation, is to prevent the evasion of personal income tax. This, 
we believe, can be guarded against in the manner indicated. 

After distribution has been effected and the distributed shares 
have become subject to the personal income tax, it is, of course, 
immaterial to the Government if all or any of the amount dis- 
tributed to shareholders is reinvested in securities of the corpora- 
tion, or the amounts credited to partners, sole traders, or bene- 
ficiaries are added to the capital of their respective business, 
estates, or trusts. 

Unfinished Inventories 

Section 214 (12) (a) of the Revenue Act of 1918, relating to 
personal income tax, is as follows: 
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" (12) (a) At the time of filing return for the taxable year 
1918 a taxpayer may file a claim in abatement based on the 
fact that he has sustained a substantial loss (whether or not 
actually realized by sale or other disposition) resulting from 
any material reduction (not due to temporary fluctuation) of 
the value of the inventory of such taxable year, or from the 
actual payment after the close of such taxable year of rebates 
in pursuance of contracts entered into during such year upon 
sales made during such year. In such case payment of the 
amount of the tax covered by such claim shall not be required 
until the claim is decided, but the taxpayer shall accompany 
his claim with a bond in double the amount of the tax covered 
by the claim, with sureties satisfactory to the Commissioner, 
conditioned for the payment of any part of such tax found to 
be due, with interest. If any part of such claim is disallowed, 
then the remainder of the tax due shall on notice and demand 
by the collector be paid by the taxpayer with interest at the 
rate of 1 per centum per month from the time the tax would 
have been due had no such claim been filed. If it is shown 
to the satisfaction of the Commissioner that; such substantial 
loss has been sustained, then in computing the tax imposed by 
this title the amount of such loss shall be deducted from the 
net income, (b) If no such claim is filed but it is shown to 
the satisfaction of the Commissioner that during the taxable 
year 1919 the taxpayer has sustained a substantial loss of the 
character above described, then the amount of such loss shall 
be deducted from the net income for the taxable year 1918 
and the tax imposed by this title for such year shall be re- 
determined accordingly. Any amount found to be due to the 
taxpayer upon the basis of such redetermination shall be 
credited or refunded to the taxpayer in accordance with the 
provisions of section 252." 

Section 234 (14) (a) is exactly the same and applies to corpora- 
tions. 

The provisions contained in these sections were clearly intended 
to provide for a slump in the value of raw materials and manufac- 
tured goods, which was expected to occur during the year 1919. 

There is no doubt that many individuals and corporations were 
glad to avail themselves of the relief so provided. Many others, 
however, who were not hit by the heavily falling values in raw 
materials and manufactured products in 1919, but were caught in 
the spring of 1920, were entirely without relief, as these sections 
limit their remedy to the years 1918 and 1919. 

All concerns whose business year ended on December 31, 1919 
(before the drop in raw silk, wool, leather, rubber and some other 
raw materials and manufactured goods) made their inventories on 
the cost or market values of raw materials and manufactured goods 
as of that date. Other more fortunate concerns, whose year ended 
on June 30, 1920, made their inventories for the taxable year 1919 
as of June 30, 1920, on the greatly reduced values then prevailing. 



208 NATIONAL TAX ASSOCIATION 

The former unfortunate class of merchants had to write down 
their high-priced raw materials and finished merchandise at cost 
or market, whichever was lower, and conceivably many showed a 
handsome profit for the year 1919. In many instances, however, 
these paper profits entirely disappeared during the next six months 
and, in some cases, were probably converted into loss. 

The more fortunate concerns, whose year ended Jime 30, 1920, 
were enabled to make their inventories on the basis of replacement 
values of raw materials and finished goods. This naturally greatly 
reduced their profits and they will be obliged to pay taxes only on 
1919 actual profits, unless, indeed, there should be still further de- 
preciation in the value of the goods they had on hand on June 30th. 

The first group, however, notwithstanding the fact that most or 
all of their supposed profits have probably disappeared, are still 
faced with the obligation to pay immense sums to the government 
on paper profits which have never been realized. 

This state of affairs shows another grave defect in the present 
revenue law which should be immediately remedied. In the in- 
terests of fair dealing with our merchants. Congress should be 
urged immediately upon reassembling in December to pass a law 
extending indefinitely the provisions of Sections 214 and 234. 

In Conclusion 

The Business Men*s National Tax Committee believe that they 
have here formulated a workable plan for a new tax law, to super- 
sede the Act of 1918. 

They sincerely believe that a single gross sales, or turnover tax 
on business and a tax on personal incomes, combined with duties 
on imports and taxes on inheritances will furnish the government 
with all the money requisite for its needs. 

They believe that the money so furnished will be equitably con- 
tributed by all the people of the land and that all the money paid 
for taxes will reach the government free from the addition of 
profits, which never reach the government. 

They believe that the views of business men will receive re- 
spectful consideration from Congress, provided that those views 
are unanimous. 

The Business Men's National Tax Committee therefore invite 
the cooperation of all business men, business organizations, and 
business tax committees, in arriving at some agreement upon a 
plan of taxation. 

While we believe in our plan, we have no pride of opinion and 
are willing to regard it as tentative only. We are entirely willing 
to correct any mistakes, to adopt provisions which can be proven 
to be better than our proposals, and to work with any and every 
individual or any tax body for the formulation of a law which 
shall embody the elements which former Commissioner Roper has 
declared to be important, in the order named. These are : 
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1. It must produce the amount of money which the government 
relies upon it to yield. 

2. It must be susceptible of administration by the government 
vv^ith reasonable accuracy and without unreasonable expense. 

3. It must impose upon the taxpayer no unreasonable burden in 
the process of ascertaining what, under the law, is his tax liability. 

We believe that any new tax law should be so constituted as to 
be permanent, thus doing away with the expense and confusion of 
repeated revision. 

We believe it should be fair in its provisions, bearing equally on 
all classes and penalizing neither the very rich nor the very poor 
nor any of the grades of wealth between those two extremes. 

We have shown that the present tax law embodies few, if any, 
of these virtues. We therefore plead for unity of program among 
all business men, and in that term we naturally include farmers 
and workers of all types. 

It is necessary that the salient points of a new law shall be 
agreed upon with the least possible delay so that Congress may be 
asked to take up the matter of tax revision immediately upon its 
meeting next December. The time is short 

We believe that steps should at once be taken to call a confer- 
ence of all business men and organizations interested in framing 
the new tax law. This call should include farmers, professional 
men, and workers in all fields of endeavor. We can think of no 
organization better fitted to undertake this task than the Chamber 
of Commerce of the United States of America, and it is hoped 
that the Chamber of Commerce will take the necessary steps to 
bring about such a conference in time to permit the formulation of 
tax plans for presentation to Congress immediately upon the be- 
ginning of the December session. 

New York, August 27, 1920. 

Chairman Holmes: Before opening the general discussion, 
which will necessarily have to be brief, and in which the various 
speakers will be limited to five minutes, I think we should hear 
from Mr. Walker, in his capacity as representative of the Treasury 
Department. Mr. Walker was named by Commissioner Williams 
to attend this meeting as the unofficial representative of the Treas- 
ury Department. He has been very closely associated with Dr. 
Adams and others in the solving of administrative difficulties, and 
I am sure he will have something interesting to say on that point. 

John E. Walker, of Washington, D. C. : Mr. Chairman, 
ladies and gentlemen, I think it is generally conceded by all that 
with the present floating indebtedness of over $2,400,000,000, ma- 
turing within the next twelve months; the $4,000,000,000 of Vic- 
14 
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tory notes, maturing May 20, 1923, and approximately $600,000,000 
of War Savings certificates, maturing in 1923, that there is little 
opportunity at the present time for a reduction in taxes. 

In March, 1920, the chairman of the Ways and Means Com- 
mittee requested the Secretary of the Treasury to furnish sugges- 
tions relative to the simplification of the Revenue Act of 1918, 
that would be brief enough so that it would be reasonable to hope 
that the same could be enacted into law during the last session of 
Congress. The Secretary of the Treasury replied, under date of 
March 17, 1920, and the letter appeared in the Congressional 
Record of that date. In this letter the Secretary of the Treasury 
suggested the repeal of the excess profits tax, the substitution 
therefor of an undistributed profits tax, the making up of any 
loss in revenue caused thereby, by special additional taxes, and 
certain other changes, which were incorporated by the Ways and 
Means Committee in two bills — H. R. 14197, relating to personal 
service corporations, and H. R. 14198, entitled "An Act to simplify 
the Revenue Act of 1918." All the suggestions of the Secretary 
of the Treasury, in his letter of March 17, 1920, were incorporated 
in these two bills, with the exception of the repeal of the excess 
profits tax, and the substitution therefor of an undistributed profits 
tax. The Treasury Department hopes that these two bills will be 
enacted into law during the early part of the next session of Con- 
gress. H. R. 14197 is drafted with a view of making certain the 
position of personal service corporations, because of the recent 
stock dividend decision, and the statement in the opinion, to the 
effect that one cannot look through the veil of the corporation to 
tax the undistributed income in the hands of a stockholder. 

Of course it is true that the court at that particular time did not 
have specifically under consideration personal service corporations, 
and the fact that the personal service corporation provisions of the 
Revenue Act of 1918 were intended as relief measures, on account 
of the fact that the personal service corporation income is not de- 
pendent principally upon invested capital. . The suggestion in this 
bill is that the corporation have an option for the years 1918 and 
1919 — of course now it would have to apply to 1920 also — of pay- 
ing taxes under the present personal service corporation provisions 
of the revenue act, or to pay a tax for 1918 upon its undistributed 
profits of thirty per cent, and for future years of twenty per cent. 
The bill provides that, except in the case of the optional provision 
for 1918 and 1919, for future years the tax upon personal service 
corporations shall be twenty per cent of their undistributed profits. 

H. R. 14198 incorporates a few suggestions covered in the re- 
port read by Mr. Allen this morning, one of them being the allo- 
cation of the gain from the sale of capital assets. It was felt by 
the treasury officials that many sales of capital assets are held up 
because of the high surtax rates and the fact that the gain derived 
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from property which has appreciated over a period of years all 
falls into one year for taxation, and greatly pyramids the high 
surtax rates. It is believed by Treasury officials that a special 
schedule can be added to the income tax return to take care of 
such cases, and that all that will be necessary will be to require 
the taxpayer to refer back to his net income for the years over 
which he has held the property, enter at the top of the column the 
net income for each such year and compute merely the normal 
and surtax rates on the additional income attributable to each 
year, and return the tax in the one tax return, without further 
amending previous returns. 

This hardship in the case of capital assets was found also to 
appear in the case of compensation received in one year for ser- 
vices rendered over a period of years ; and the suggestion for allo- 
cating the gains over the years in which the compensation was 
earned is also incorporated in that bill. 

Under the Revenue Act of 1918 the Treasury Department has 
five years in which to assess income and profits taxes. It has 
been held that the five-year limitation does not apply to the earlier 
acts. It is the belief of the Treasury Department that the tax- 
payer is entitled to know that his case is closed, at least after a 
period of five years, which is believed to be the shortest period of 
limitation that it is safe to provide at this time, and make certain 
of a proper audit of the tax returns, because of the inability to 
train and keep a sufficient corps of auditors to complete the work 
in a shorter period. This matter is also covered in the bill. 

One very important section of the bill provides for the final 
determination and settlement of tax claims and assessments. In 
practically all the large cases there are many doubtful points. It 
is the belief of the Treasury Department that the settlement of 
these cases could be materially expedited and the revenues properly 
safeguarded, if the Commissioner, .with the approval of the Secre- 
tary, had authority to definitely close cases with the consent of the 
taxpayer, the taxpayer waiving his right to further prosecute the 
case in the court; and the Treasury Department waiving its right 
to again open the case, except in the cause of fraud or misrepre- 
sentation. 

Another embarrassing thing to both the taxpayer and the Treas- 
ury Department arises in the case of interpretative regulations, 
amending prior regulations. This bill contains a provision which 
authorizes the Commissioner, in his discretion, to make interpre- 
tative regulations, without making the same retroactive. As it is 
now, whenever a ruling of the Treasury Department is changed, 
the Commissioner feels that he must go back and apply that ruling 
to prior cases. 

This bill also contains a provision simplifying the Liberty bond 
exemptions. As it is now, there are no more complicated parts of 
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the income tax law than those affecting the computing of the tax 
under the various Liberty bond exemptions. It is provided in this 
bill that the taxpayer will not have to show that he held the bonds 
at the time of making subscriptions, and also at the time of making 
return, but merely that he does not hold in excess of the aggregate 
exemptions provided under the acts. It is believed that this will 
not cause a material loss in revenue, and will materially assist the 
taxpayer in making his tax return. 

I might say in this connection that the Commissioner has formed 
a committee of treasury officials — representatives of the various 
sections of the income tax unit — which has its first meeting on 
September 15th, to consider suggestions relative to simplif3ring the 
income tax forms for the coming year, and any suggestions will 
be welcomed and will have immediate consideration. We shall 
appreciate any suggestions that anyone desires to submit. 

Another important provision contained in this bill incorporates 
the present Treasury regulation which sets forth the method of 
determining the basis for computing net income in the case of the 
sale of stock, with respect to which stock dividends have been paid 
since February 28, 1913. The Treasury rule has been, that in case 
either the old stock or dividend stock is sold, in order to get the 
basis for computing gain, one must add his old stock to his new 
stock, and divide the original cost by the total number of old and 
new shares, to get the basic cost for each share. It is believed 
that this is the fairest rule, and that in the interest of certainty, it 
should be incorporated in the law. 

In closing, permit me to suggest a few of the objections to a 
gross sales tax. 

1. A gross turnover tax would greatly tend to create monopoly 
and bear more lightly on combinations or trusts. This is due to 
the fact that where inter-departmental transactions are largely or 
entirely within the corporation; the tax might apply to only one 
transaction, while in the case of different concerns, manufacturing 
different parts of the articles, the tax would apply to each sale. 

2. There is no certainty that the tax can be passed on in all in- 
stances. By examining the 1917 income tax returns of corpora- 
tions, for example, about thirty-four per cent of the corporations 
repoirted no net income. This thirty- four per cent reported about 
$5,000,000,000 of the $85,000,000,000 of gross income. These con- 
cerns, doing business on such a narrow margin, will have diffi- 
culty in passing the tax on, as well as many others. 

3. At the very outset Congress will probably have to begin to 
make exceptions, because, for example, dealings on the stock and 
produce exchange are usually made upon a very small percentage, 
on a little more than one-eighth of one per cent. A one per cent 
tax would probably stop the bulk of the dealings on the stock ex- 
change. It would be difficult to justify placing a lower tax on 
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speculative transactions than is imposed upon sales of food and 
clothing. 

4. A one per cent tax on the selling price of capital assets will 
greatly tend to retard or prohibit many business transactions. 

5. Public utilities would probably have to get additional permis- 
sion from the local commissions to increase their rates if an addi- 
tional tax is put upon railroad transportation, and sales of heat 
and light and electrical energy. It is doubtful if public utility 
corporations as a class could absorb or pass on an additional tax 
of one per cent, without additional permission to increase their 
rates. 

6. It is probable that a tax claimed to be directly passed on to 
the consiuner at the time of the present high cost of living, will 
give to the wage-earners a very good weapon to use in asking for 
further increases in wages, will tend to cause strikes and further 
increase the cost of living. 

Chairman Holmes: Gentlemen, the meeting is now open for 
general discussion. I think, for the sake of the record, if it is 
possible, we ought to divide the discussion in some way into two 
general classes, one relating to criticism directed against the pres- 
ent law, and the other to the broader subject of a discussion of 
what the law should be in the future. The first will probably be 
very brief. If that can be done, it would be desirable, if we can 
attempt to limit the speakers to either one or the other class; for 
the sake of the record it would be desirable if it can be done. 

Mr. J. F. ZoLLER, OF New York : Mr. Chairman and gentlemen, 
I shall be very brief. I realize that you have undertaken to cover 
a great deal of ground in a short space of time. Much which has 
been said is based upon opinion and theory, but there are a few 
facts in connection with the present situation, I want to get be- 
fore you, if I can, the reason for imposing a tax upon corporations 
at all. If there were no corporations to tax, I think you will all 
agree that the taxation system would be much simpler, and it 
could be made much simpler, but there are corporations, and in 
competition with corporations are store proprietors and partner- 
ships, so that is the problem which confronted Congress before, 
and which will confront Congress again. 

Now, I believe it is a fact that if corporations did distribute all 
their income every year, as fast as earned, there would not be 
any absolute necessity of putting any tax at all upon corporations. 
You could then go to the stockholders and impose a tax on them 
in respect to their income, and under an income tax you would 
then tax all the income there was to tax. But, as a matter of fact, 
we know that corporations do not and cannot distribute all their 
earnings each year, so that there is left a certain amount of net 
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income in the hands of corporations, which cannot be taxed to 
the individual stockholders, as they don't receive it. 

Before the decision in the stock dividend case, there was an in- 
direct means of reaching undistributed income through the stock- 
holders to some extent, because the corporation could distribute 
paper dividends, and the individuals could be taxed upon those 
dividends, although no actual income was received by the stock- 
holders. This was an indirect means of reaching undistributed 
income of the corporations. That has passed away. It can no 
longer be done, and I have no doubt that because of the fact that 
such dividends as stock dividends can no longer be taxed, some 
attempt will have to be made to put some kind of a tax on the 
income of corporations' that is not distributed, and which cannot 
be taxed to the stockholder. That is Dr. Adams' idea, one which 
he has presented probably clearer than anybody else up to date. 
That is the situation which confronts us. 

Now, if you are going to put a tax upon undistributed earnings, 
I say if you are going to — I am not saying you are going to yet — 
but if you are going to, I think care should be taken that only 
the earnings actually left in the business should be taxed. That is 
point No. 1. In the argimients which Dr. Adams has made, the 
assurance has not been made that only imdistributed income would 
be taxed, and what I mean by that is this: Federal taxes are not 
deductible as an expense. The corporation that earns $10,000,000, 
whether it distributes any of its income or not, may have to pay 
out to the federal government $2,000,000 of that ten. It cannot be 
expected to distribute more than eight in that situation, therefore 
only eight million remains in the business, and that is the max- 
imum amount that should be taxed as undistributed income in that 
case. Therefore I say taxes ought to be taken into consideration 
as well as cash dividends. 

I want to make one further point, if I may, and that is this: 
In my opinion all undistributed earnings ought not to be taxed. 
Corporations ought to be encouraged to keep a reasonable amount 
of their income in the business. It may be six per cent of the in- 
vestment. They ought to be permitted to retain that without 
taxation. 

Just one other point in regard to the rate. I think a rate of 
fifty per cent on undistributed income is absurd, and I don't think 
there is any reason for it. What is the reason for a tax on undis- 
tributed income? — because the distributees will thus be taxed. 
Now, if all earnings were distributed, they would not be expected 
under the present law to pay fifty per cent. It would be much 
short of fifty per cent. Subtract the tax you are getting now and 
the balance of the tax should be imposed upon undistributed in- 
come. 

I want to make one other statement of where I do not agree 
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with Dr. Adams, and perhaps I won't agree with a great many. I 
think that undistributed earnings ought to be taxed at progressive 
rates and not at the flat rate, for the purpose of doing justice be- 
tween corporations that make one hundred per cent on their in- 
vestment, and corporations that only make two. I think that is the 
only fair way to properly tax two corporations as regards each 
other. It would raise the same amount of money as Dr. Adams 
would raise. If you were going to raise a certain total amount of 
money from A, B, and C, you would not necessarily have to take 
the same amount of taxes from each one, because they are earning 
the same. If A's was 100, C's 50, and B's 2, he would tax A the 
highest, B next highest and C lowest, notwithstanding their earn- 
ings on their investment were the same. 

B. S. Orcutt, of New York: Mr. Chairman — The proposals 
for a sales tax have been divided by Mr. Allen in his report into 
three classes: the tax on gross income, or on the turnover of all 
transactions, including those in real estate, capital assets, services, 
etc. ; second, a turnover tax on the sale of commodities — on goods, 
wares and merchandise ; third, a tax on retail sales. Mr. Allen in 
his paper referred to the assistance given to the National Indus- 
trial Conference Board by Mr. Rothschild, whom you have just 
listened to, and by Mr. Charles E. Lord. Mr. Rothschild repre- 
sents the advocates of the first of these classifications of the sales 
tax, Mr. Lord occupies the middle ground. His program omits 
real estate, capital assets, services, etc., from the computation and 
confines the suggestion to a tax on overturn of goods, wares, and 
merchandise. This suggestion seems to me to meet many of the 
objections that have been brought forward by Mr. Allen in his 
paper, and by Dr. Adams, speaking through Mr. Walker. Especi- 
ally does this cover Mr. Walker's objections to the tax that would 
be imposed on speculative transactions. 

I have just received from Mr. Lord, who was not able^to come 
to Salt Lake City, a memorandum which he asked me to read to 
the convention. There are three questions: 

First. Are the profits taxes shifted? 

Second. What is the proposed gross sales tax? 

Third. What should be done with the surtaxes on business profits ? 

Mr. Lord's answers are as follows : 

" Dr. Seligman, in a recent article, has said in effect that to the 
extent that the excess profits tax is constant and equal in its appli- 
cation to taxpayers in like situations, it cannot be said to be shifted. 
The answer is clear. No one, either in the Treasury or in busi- 
ness, will question the statement that the tax is essentially incon- 
stant and unequal in its application to taxpayers in like situations. 
It is not necessary to claim a specific shifting, though most tax- 
payers testify to it. The fact is that by its manifest inequalities. 
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by penalizing the risks of capital in active business, by restricting 
competition and by inducing waste and extravagance in costs, the 
tax imposes a burden on consumption which must certainly far 
exceed the net revenue which is produced by it. 

" Not only are the excess profits taxes varying and unequal ; the 
surtaxes are professedly so. One concern is doing business on a 
50 per cent peak rate, applying to every item of cost and income; 
a competitor on a 10 per cent rate. A million dollars safely invested 
earns $60,000; it may pay no tax (if invested in tax-free secur- 
ities) or it may pay $12,500, normal tax and surtax — ^20.8 per cent 
of the income and 1.25 per cent of the capital. If placed at risk 
in active business, it may earn $300,000 in a given year. The tax 
then becomes $161,000, about 53 per cent of the income and 16 per 
cent of the capital. Economists, including Mill, tell us that the 
additional profit above the secure investment, is earned, not by the 
capital but by the risk and personal effort, and that * the risk must 
be compensated; otherwise, it will not be incurred.' 

" We have before us the probability of bad years, with the con- 
tinuous risk to capital, and we know from experience that this 
risk is actual in American business; that the $300,000 in one year 
may well be part of a $400,000 net for five years, which will leave 
in fact an average of $60,000 for capital and $20,000 for personal 
skill for each year. Yet out of this $40,000, the government at- 
tempts to take $161,000 in one year, and assumes that the tax rests 
where it falls. It cannot be possible. 

" As to the proposed gross sales tax, the tax advocated by Galey 
& Lord and, we believe, by a number of important interests and 
associations, including the National Association of Manufacturers, 
is a tax of one per cent on the gross sales of commodities, that is 
of 'goods, wares and merchandise,' made by any person or cor- 
poration, manufacturing, producing or purchasing such commod- 
ities for sale. 

" It is not a general turnover tax, applying to all businesses, or 
to sales of capital assets or real estate. It is not a * gross income 
tax.' It is not a retail sales tax. The various objections raised to 
these more inclusive or more limited forms of tax do not apply to 
the gross sales tax actually advocated. The very substantial ad- 
vantages conceded to a sales tax as such, particularly by Professor 
T. S. Adams, do apply to the gross sales tax as advocated. 

" This tax is also to be distinguished from special excise taxes, 
resting on specific commodities and from stamp taxes on specific 
transactions. We neither oppose nor urge such taxes as a part of 
our advocacy of the gross sales tax. This tax is levied on the 
gross sales of the vender, not on any particular sales as such. It 
is contemplated, especially in the case of the manufacturer, pro- 
ducer, or wholesaler, that the tax will be added to the invoice, and 
that prices will be quoted without tax. Business practice should 
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establish this, so that there will be no question of the specific shift- 
ing of the tax as intended. 

" In the case of the retailer, the tax will become an item of cost 
and shifted with his costs in the price of his goods. The cost of 
the tax as it is paid by the retailer should not exceed an average 
of two to three per cent on his whole stock, and this will neces- 
sarily be reflected in his retail prices and shifted to the consumer. 

" As to the revision of the surtaxes, time will hardly permit more 
than a statement of protest against any further experimentation 
with any discriminatory taxation of business profits, such as is 
involved in the effort to tax undistributed corporate profits, or to 
compel the distribution for tax purposes of such profits, or to 
'equalize' the surtaxes on non-corporate profits with the incon- 
stant and varying taxes on corporate profits. 

" Something approaching a substantial flat rate must be found 
to apply to all income, and whatever higher taxes are sought from 
large wealth can and should be limited in effect to large wealth. 
It should not be measured exclusively by income, because income 
is not, as such, itself the measure of wealth, nor indeed of taxa- 
bility. The income produced by wealth, as such, is ' unearned in- 
come ', and the only unearned income in fact is the minimum re- 
turn from an absolutely secure investment. There is something 
radically wrong with a tax which takes $12,500 out of a $60,000 
income derived from a secure capital of $1,000,000, and $303,000 
out of a $500,000 realization in one year of the labor of many 
years, representing, when realized, the sole capital of the taxpayer. 

" Our suggestion is that whatever surtaxes be imposed on profits, 
corporate or otherwise, be limited by a provision that they shall 
not exceed a percentage of the capital equal to six per cent of the 
surtax rate applied to the income. This formula gives us a grad- 
uated percentage capital limitation which rises slightly with the 
higher income earned by risk and effort, but leaves capital itself 
substantially free to flow into active business, to compensate itself 
for the risks incurred and to reward the superintendence which it 
requires to earn the profits there. 

"The tax would be paid ^yithout shifting, as it must be paid, 
regardless of the field of investment. There is no sound reason 
why capital should not be returned and valued, if desired by the 
taxpayer. The difficulties in determining invested capital under 
the present law are created by the law itself, as interpreted by the 
Treasury. As this proposed limitation is entirely for the benefit 
of the taxpayer, to be claimed at his option, it raises no constitu- 
tional question, and it is quite possible to permit it only upon the 
voluntary inclusion of otherwise tax-free capital and income in 
the computation. 

" If this is done, the surtax is put into a form where it will rest, 
without either shifting or avoidance, upon the income-producing 
wealth of the country. That, we take it, is where it was always 
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intended to rest, and where alone, if at all, its higher rates may 
for a few years, seem to be necessary. These rates are confisca- 
tory in relation to income and have only been justified as a quasi- 
tax on income-producing capital. They should never exceed, say 
three per cent of capital. So limited, they would produce what 
should be their maximum revenue in the post-war period." 

LeRoi J. Williams, of Michigan: Mr. Chairman, and ladies 
and gentlemen, while lots of the suggestions which have been 
made this morning with reference to a change in the method of 
taxation are extremely important, I think there is something else, 
another angle which is of equal if not greater importance, and that 
is with reference to relief in connection with our present method 
of collecting taxes. 

I have in mind particularly the suspension of the sending out of 
assessments or restraining collection, pending a determination of 
novel questions by the court. There has been built up a policy 
prohibiting restraint of collection of taxes under a long line of de- 
cisions, which has been ultimately laid down in the statute. That 
policy was perfectly soimd when we had very settled questions of 
taxation. It was a very sound method when our rates of taxation 
were low ; but under our present rates of taxation, and under our 
novel systems of taxation, involving a great many unsettled and 
uncertain questions, we have a grave situation. You gentlemen 
probably have in mind corporations which were brought into ex- 
istence during the war, which were affected by questions of taxa- 
tion involving tremendous aniounts. The question of amortization 
is wide open. It is perfectly logical that the department, whose 
function it is to collect taxes, should resolve those questions in 
favor of the Government, and send out the assessments. If those 
assessments, in many cases, are sent out and the taxes paid before 
the courts have an opportunity to pass upon the problems, the 
corporation may be in a state of dissolution. 

I believe that two amendments to the law should be considered, 
one, that the collector or the commissioner and the taxpayer may, 
on an agreed statement of fact, have a determination by the courts 
of the questions involved, without going through the usual ma- 
chinery. I think also, in cases where the proposed tax is so great 
that it would seriously affect the official status of the company and 
probably effect its ruin, the court should have an opportunity to 
hear and determine the question and restrain the collection of the 
tax, pending the determination of those questions. 

I have in mind particularly one company which has received or 
which is likely to receive an additional assessment amounting to 
50 per cent of the total assessment of the company, notwithstand- 
ing the fact that counsel are agreed that when the questions in- 
volved are finally passed upon by the courts, they will be resolved 
in favor of the corporation. Now, if the corporation is obliged to 
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pay this tax and made to sue for refund later, you can see that 
there are two practical obstacles in the way : one is, can that cor- 
poration obtain money from the banks to pay a tax under such 
conditions — ^you can readily see that it will probably involve abso- 
lute ruin; and the other is whether the corporation should pay a 
tax now, which is almost certain to be overturned by the courts 
later. 

Frank Orr, of Oklahoma : I just want to make a few obser- 
vations with reference to taxes. It occurs to me after having 
worked in taxes for several years, that they are divided into many 
parts: first is the inspiration; second, the aspiration; third, the 
perspiration, and then the complication, conglomeration, aggrava- 
tion and damnation. That seems to be the final conclusion of all. 
The failure of various companies is due to the uncertainty of busi- 
ness; and when we talk about these companies and a one per cent 
turnover tax — which I am very much in favor of — I feel that a 
corporation that cannot manage its business should fail. I have 
no respect, and I cannot have very much respect, for anybody who 
does not know how to run his business. When one corporation 
makes an income of say two per cent, and another one hundred per 
cent, there are reasons for it. A corporation or an individual that 
is engaged in a hazardous business is entitled to make a higher in- 
come, and those engaged in a less hazardous business should natur- 
ally be placed on a lower basis, for the reason that their investment 
is not so heavy as in various other occupations; so I think the 
answer to all. of this — I don't know how we are going to get it — is 
simply one word, and that is simplification. 

If we can accomplish this, it will have the psychological effect 
arising from knowing that it is a simple matter. It will be the 
thing that is necessary, as illustrated in the state of New Mexico. 
In making returns there, the only thing they ask you is, *'Are you 
engaged in New Mexico?" '^ Yes, why?" "$100 please." 

So I say simplification in this matter is what we should have, 
and I think the only way to get that is to put on a one per cent tax, 
in lieu of all other taxes. Talk about net; how are you going to 
find out what net is? You must start somewhere; like the states 
that start with one hundred per cent and then take twenty per cent 
for tax value. Make it simple and you will have no particular 
trouble, and you won't be here to cuss and discuss the forms of 
taxation. 

E. A. Harriman, of Connecticut: I simply wish to say that 
if anybody is interested, I have a copy of the French tax law, 
comprising one sheet, two pages. 

Chairman Holmes: It seems to be the feeling of the meeting 
that we should adjourn at this time; I thought probably we might 
run to 12 : 30 ; but we will attempt to continue the discussion to- 
night after the meeting, which is scheduled for seven-thirty. 

[Adjournment of Session.] 
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Wednesday Evening, September 8, 1920 

Chairman Haugen : The meeting will be in order. Mr. A. J. 
Maxwell, of North Carolina, will preside this evening. 

Chairman Maxwell: Gentlemen of the conference, we are 
very fortunate in having the privilege of an address this evening, 
in lieu of the first paper that was assigned on the program for this 
hour, from a gentleman you all well know, those who attend the 
conferences — Dr. Page of Virginia. He has had a great deal to do 
with revising the tax system in that state, and is at the present time 
chairman of the federal Tariff Commission. He will address the 
conference at this time on the work of that commission. Gentle- 
men of the conference, Dr. Page — 

Dr. Page, of Virginia: Gentlemen, I appreciate the opportunity 
to speak to the members of this Association on a subject on which 
I claim to have some knowledge. 

Some years ago my friend, Mr. Holcomb — I don't know whether 
I ought, in referring to that experience, call him my friend or not- 
asked me to come down to Atlanta, because ten other gentlemen 
had declined to speak on the subject he wanted discussed, and 
make an address; I told him I knew nothing about it. He said: 
*' That don't make much difference, the other men will know." 
So he wanted me to come and talk and it would not matter much 
whether I understood it or not — ^the members of the Association 
would know about it, and he wanted somebody to start things off. 



THE WORK OF THE UNITED STATES TARIFF 

COMMISSION 

THOMAS W. PAGE 
Chairman, United States Tariff Commission 

I appreciate this opportunity to bring to your notice the work- 
ing of a tax agency that has not yet received the attention of the 
National Tax Association. 

There are many points of resemblance between the United States 
Tariff Commission and the State Tax Commissions with which 
you gentlemen are intimately familiar. But there are also many 
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points of difference and, on the whole, the differences are more 
important than the resemblances. Perhaps the fundamental dif- 
ference lies in this, that the United States Tariff Commission has 
no administrative duties whatever. It was created to make inves- 
tigations, assemble and digest information, and lay the results be- 
fore the President and Congress. The Tariff Commission is re- 
quired to respond to any request made upon it by the President, 
the Congress as a whole, either House of Congress, the Finance 
Committee of the Senate, and the Committee on Ways and Means 
of the House of Representatives. It is contemplated that these 
requests will be for information. Thus far, I may say, the re- 
quests have been, in the main, limited to this field. It is true that 
the President has directed the commission annually to take a 
census of the coal-tar chemical industry in this country. But that 
is for the purpose of supplying the information necessary to de«- 
termine whether or not the duties imposed on these products shall 
be continued. It is also true that both the Finance Committee of 
the Senate and the Committee on Ways and Means of the House 
have requested the Tariff Commission to study and to make con- 
structive suggestions in regard to certain bills that have been 
offered for passage. On the whole, however, it may be said that 
the Tariff Commission is, and has been treated as, purely an in- 
vestigating body. 

Such being the nature of the Tariff Commission, the question 
naturally arises why it was necessary and advisable that this 
agency should be created at all. In view of the great and wide- 
spread facilities already available for making investigations and 
assembling information, would it not have been possible for Con- 
gress to draw upon them when necessary and to revise the tariff 
from time to time without appropriating money to maintain this 
new agency? That question was raised in Congress when the 
bill creating the present commission was under discussion. No less 
distinguished a Senator than Underwood of Alabama, by whose 
name the tariff act now in force is known, answered this question 
adversely. He maintained that the existing facilities were ade- 
quate and that a tariff commission was an unnecessary expense. 
His opinion, however, was not shared by a number of Senators 
who had been on the Finance Committee at the time that the Un- 
derwood tariff was passed. Those men claimed that the assist- 
ance of such a body was necessary, and in that the majority of the 
members of both houses agreed with them. 

The tariff differs from most taxes in the fact that its results 
have frequently been in effect — ^and often by intention — not chiefly 
for revenue. It is true that for the first quarter of a century of 
our national history the tariff was almost wholly a revenue measure. 
It is also true that until the present decade it has been the chief 
source of federal revenues. The time is not long past when Amer- 
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ican statesmen and citizens supposed that the tariff would remain 
indefinitely the chief reliance of the government for income. In 
the summer of 1898 I was at a luncheon in Chicago where the 
chief speaker was William L. Wilson, author of the Wilson Tariff 
Aet, which had recently been superseded by the Dingley Act. Mr. 
Wilson maintained that the Republicans could not long continue to 
use the tariff as a means of protection, for the reason that the 
growing need for federal revenues would compel them to sub- 
ordinate protective to revenue features. 

The truth is, however, that whether the tariff be regarded as 
primarily for revenue, or primarily for protection; whether it be 
framed by Democrats, or by Republicans, it is inevitable that it 
must have serious influence on industrial and commercial condi- 
tions. It is impossible to collect from two hundred to four hun- 
dred millions of dollars on our imports from foreign countries 
withut affecting the character of our trade and, through that, the 
course of our industrial growth. Everybody admits the gravity of 
the effects but there is wide disagreement as to just what the effects 
actually are. Consequently the prospect of a general revision of 
the tariff always causes alarm and anxiety. It makes no difference 
whether the revision proposed be up or down, great classes of our 
people will find their business plans thrown into a state of uncer- 
tainty. Let it be noted, also, that this country has suffered more 
than most through the frequency of revisions and proposed rfe- 
visions. In the last thirty years we have averaged a new tariff 
every six years, and there have been numerous proposals of addi- 
tional revisions that were serious enough to cause uncertainty and 
alarm. 

The uncertainty as to the effect the tariff for the time being in 
force, the still greater uncertainty as to the probable effect of any 
revision that might be proposed, led to a widespread sentiment in 
this country that some special provision should be made for study- 
ing the influence of the tariff. For some fifteen years petitions, 
memorials, resolutions and other expressions of opinion by organ- 
izations of public and private nature came in to Congress with 
great frequency. Gradually public sentiment concurred in favor 
of a special commission to study the tariff. In response to this 
sentiment Congress created the present commission four years ago 
and attempted to outline its powers and duties. It made both 
powers and duties quite general and wide-reaching, and while a 
number of things were specified in the Act for the Tariff Commis- 
sion to do, it was deemed wise at the time, and has proved wise in 
the results, not to make the specifications too narrow. It would be 
tedious if I attempted to enumerate here all the duties named in 
the Act as devolving upon the Commission. The most important 
of them may be grouped under three heads. 

First, the Commission is required to investigate the operation 
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and the form of the law actually in force with a view to ascer- 
taining whether the true intent of Congress is being carried out. 
It may surprise you to know that no codification or attempt at 
classifying and elucidating our customs administrative laws has 
been made in this country for more than e century. The law has 
been gradually built up by the imposition of one statute upon an- 
other, often without adequate consideration of the operation of 
the acts already in force, with the result that conflict and con- 
fusion has often prevented the proper enforcement of the pro- 
visions as intended by Congress. It is not so much a system as 
an agglomeration. The Tariff Commission, therefore, as one of 
its first activities codified the law, redrafted it in simple form, and 
prepared a report which it submitted to Congress where it now 
awaits action. In this same field, likewise, falls the commission's 
report on dumping which is in nature a form of customs law 
evasion, a nullifying of the intent of the tariff act. The commis- 
sion is now engaged on a careful study of the arrangement of the 
tariff in schedules and of the classification of items in the sched- 
ules by paragraphs. 

The second group of duties of the Tariff Commission deal with 
the relation of our tariff to foreign tariffs. This bids fair to be a 
field of great importance and of intense interest. Tariff policies 
of the whole world are in process of being remade since the war. 
Commercial treaties, ag^reements and conventions have been de- 
nounced by wholesale and if foreign trade is to continue, the 
regulations under which it is to be conducted will need remaking. 
In revising our tariff Congress needs explicit and ready informa- 
tion as to the policies and legislative measures of the nations with 
which we trade. This country and others have long looked upon 
the tariff as a means of preventing discrimination and unfair treat- 
ment and it will be necessary for Congress to know in detail what 
is the treatment of our commerce by other countries when it comes 
to framing a new tariff bill. I may say that the Tariff Commission 
has already published a report setting forth our experiences with 
reciprocity arrangements and bringing up to the time of the out- 
break of the war a survey of the commercial treaties and tariff 
policies of modern commercial nations. We have also completed 
a special study of reciprocity with Canada, and have nearly ready 
for the printer a report on the colonial tariff policies of all nations, 
and a digest of commercial treaties, with an interpretative intro- 
duction. 

The third and in some respects the most important of all the 
duties devolving on the Tariff Commission consists in investigating 
the effects of the tariff on American industries and in making 
such a survey of the conditions surrounding these industries as 
will show when the need exists for tariff revision. 

Thus far the commission has covered nearly half of the items 
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mentioned in the tariff and a large number of equally important 
items that are not mentioned by name. The information assembled 
is recorded for each item in what we call a Tariff Information 
Survey and each survey is intended to contain in regard to the 
item it covers all the facts that are pertinent to the tariff.. 

You may well ask, what are the facts that are pertinent to the 
tariff? We have attempted to indicate in the directions prepared 
for drafting these surveys what facts particularly our investiga- 
tors are to look for. Naturally they differ with different items. 
With some items an important fact would consist in explaining 
what the thing under consideration really is. In practically every 
schedule occur the names of commodities that are commercially 
dealt in but the nature and uses of which are unknown to most 
citizens and to most Congressmen, so that we begin our surveys 
with the description of the product concerned and a statement of 
its chief uses. We proceed to consider the domestic production 
of the article; the materials out of which it is made, whether they 
have to be imported, or are produced in this country; the nature 
of the equipment used in the industry, whether foreign or domes- 
tic ; a sufficient description of the methods of production to give to 
the Congressman and the citizen some idea of what the industry is 
like ; and then we study the organization of the industry, whether 
it is conducted on a large scale, under highly centralized control 
as, for example, in the meat packing business, or whether it is 
widely distributed in small scale imits under individual ownership, 
as is for the most part the case with the fruit and vegetable pack- 
ing industry. Many members of Congress are inclined to ask 
whether an industry is organized as a trust or not. It is necessary 
for us to answer that question, whether in fact it has any bearing 
on tariff rates or not. Bearing in mind, furthermore, the remark 
of a former statesman that the tariff is a local issue, we give the 
geographical distribution and location of the industries in this 
country. We then show the amount of production and give an 
estimate of the domestic consumption with a view to showing 
whether the domestic industry has a capacity to satisfy the do- 
mestic demand, or whether imports in considerable quantities are 
necessary. The latter case might well be illustrated by reference 
to wool-growing, many millions of pounds of wool being neces- 
sarily imported. Naturally we also study the amoimt and character 
of the exports, if there are any. 

We then turn to foreign production, our chief object being to 
ascertain the nature and strength of competitive conditions. The 
imports are then studied to find whether competition does in fact 
exist. Attention should be called to the fact that many times 
things imported under a particular name are not truly competitive 
>yith the domestic product, for the reason that, though the name 
is the same, the character is different — ^the imports are supplemen- 
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tary rather than competitive. It is equally important to notice 
that many times imports compete in fact with commodities that are 
different in name and make but are used for the same purpose. 
You will observe that I have said nothing about costs of produc- 
tion. Tlje Tariff Commission, however, by no means ignores the 
importance of costs of production in determining competitive con- 
ditions, but we have attempted to proceed with discretion in study- 
ing costs so as to avoid waste of time and money. All costs, both 
in this country and abroad, have been so abnormal and fluctuating 
that it would be difficult to believe that the costs prevailing in an 
industry during the past couple of years could affect tariff rates 
during the five or six years to jcome. 

I referred to the necessity of avoiding unnecessary expense. 
This the commission should do in any case. Unfortimately, how- 
ever, there are many necessary expenses in connection with the 
work laid upon the commission by G>ngress that its present income 
does not enable it to meet. When the commission was created, 
Congress estimated that its expenses might be met by an appropria- 
tion of $300,000 a year. Since that time the purchasing power of 
money has decreased and the work of the commission has greatly 
increased, with the result that the present appropriation for the 
commission is scarcely more than fifty per cent of its actual needs. 

Chairman Maxwell : They used to tell a story down in North 
Carolina, illustrating what a dry subject a discussion of the subject 
of taxation was, and one of our best campaigners, when he was 
putting over, as he thought, one of his strongest points, was inter- 
rupted from the audience with the inquiry, '* But how about that 
no- fence law?", and in his exasperation he is reported to have 
said, "Go to Halifax, you darn fool; if you had been living in 
the time of the flood, you would have hollered, * Fire *." 

But however dry the subject may generally be considered, I am 
sure we have all been highly entertained by this discussion. We 
have another very important subject on the program this evening, 
in two sections, and I take it that there will be no desire to enter 
into a general round-table discussion with reference to the address 
we just heard. The next subject on the program is that of Tax 
Exemptions, and the first division of that subject is " Tax Exempt 
Securities," assigned to Professor R. M. Haig, of Columbia Uni- 
versity. Dr. Haig is not able to be present at this conference, but 
has submitted a paper, which will be read, in part at least, by the 
secretary. 

Secretary Holcomb: This paper came by mail, reaching me 

here yesterday. Dr. Haig, as you know, is so prominent in the 

field of taxation and has had such great experience, not only 

throughout this country but in Canada, that anything that he says 

IS 
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should command our respectful attention. • The subject he touches 
upon in this paper is of immediate interest, and it is for that 
reason that I had concluded that it would be desirable to read brief 
extracts here and there, from his paper. I say this because at the 
coming sessions of the legislatures, which will be held in some 
thirty-seven or thirty-eight states, you will probably be presented 
with a proposal for the exemption of one or more classes of secur- 
ities. It seems to me appropriate, therefore, that you should have 
your attention called at least to the fact that this paper is available 
for use upon occasion. It will, of course, be printed in the pro^ 
ceedings. I shall read from it as briefly as I can. 



THE EXEMPTION OF MORTGAGE INTEREST AS A 
SOLUTION OF THE HOUSING PROBLEM 

ROBERT MURRAY HAIG, PH.D. 
School of Business, Columbia University 

Every thoughtful student of taxation will agree that the preser^ 
vation of the integrity of the federal income tax is of fundamental 
importance at this time of strain in our national finances. Most 
students will also agree that in our states the hope for rational tax 
reform depends largely upon the complete and accurate assessment 
of personal and business incomes. Any proposal which threatens 
to weaken the income tax must be subjected to the closest scrutiny. 
The results would be most serious and far-reaching. Yet such a 
proposal is now made in the form of a plan to exempt from fed- 
eral and state income taxation the interest from real estate mort- 
gages. This proposal deserves the serious consideration of all 
who are truly interested in our fiscal welfare. 

The attack is insidious and indirect. It appears as a proposal 
to solve the housing problem, just now the occasion of acute dis- 
tress, particularly in New York and other large cities. Bills to- 
carry it into effect have been introduced in Congress ^ and in the 
New York state legislature.^ Both the party platforms in New 
York contain planks approving the project. Its precise form 
varies. In the bills the proposal is to exempt from income taxa- 
tion the interest received on not more than $40,000 of real estate 
mortgages. That limitation has been discarded in the planks of 
the political platforms and they declare for total exemption of all 
mortgages on all kinds of buildings for any amount, the only re- 

1 The Colder- McLaughlin Bill, S. 2094. 

2 The Lockwood-McWhinney Bill in New York; Senate Int. 17. A Bill 
introduced at the special session of the New York Legislature which met 
late in September, 1920, failed of passage and it is believed that the issue- 
is now settled so far as New York is concerned. 
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striction being one as to the terms for which the exemption shall 
be valid. 

This movement has received surprisingly little public attention. 
Its supporters have been able to claim for it " practically universal 
approval " and to assert that " no opposition worthy of considera- 
tion has appeared." ^ As a matter of fact, almost the only voice 
thus far lifted against the measure has been that of the New York 
State Tax Conference. 

It is high time that the practical tax men of the country should 
provide some " opposition worthy of consideration." Let us, then,- 
examine the argument lying back of the proposal. 

THE ARGUMENT FOR EXEMPTION 

The main argument for exemption of mortgage interest, as 
stated by its proponents, may be summarized as follows : 

1. The lack of building is caused by lack of capital available for 
mortgage loans; 

2. This lack of capital is due to the superior attractiveness of 
tax-exempt securities, such as municipal and Liberty bonds; 

3. If the superior attractiveness of these investments were equal- 
ized by exempting mortgage interest, capital would flow into 
mortgage investments and the building problem would be 
solved. 

This argument is supported by such minor statements as that the 
sacrifice in income tax revenue would not be great, and that the 
present shortage in local tax revenues is due to arrested real estate 
development. 

Incidentally the propaganda issued in support of this measure 
is noteworthy both for some of the things it says and for some of 
the things it refrains from saying. Not all of its positive state- 
ments are true and accurate and not all of its comparisons are 
complete and fair.* But the proposal should stand or fall by the 

8 Pamphlet issued by the Advisory Council of Real Estate Interests. 

* The pamphlet issued by the Advisory Council of Real Estate Interests 
is especially open to criticism. The first paragraph remarks that " In the 
ownership of mortgages by insurance companies and savings banks, all in- 
come is exempt from taxation." As a matter of fact the income from 
mortgages owned by insurance companies generally is subject to the income 
tax and the only savings banks whose income is exempt are mutual banks 
"not having a capital stock represented by shares" (Revenue Law, sec. 
231). The New York savings banks are of this t3rpe, but those of many 
other sections of the country are not. Again, an arithmetical illustration is 
given to show the effect of the proposed measures on the public revenue, 
the results of which appear in the following startling summary : " In other 
words, by enacting this bill . . . the federal government would forego the 
revenue of $120, the state government of $30, but would positively gain by 
the operation : — the federal government by $234, or over 190 per cent, and 
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soundness of the general argument and is not to be condemned by 
merely pointing out the sins and shortcomings of its friends. 

Causes of the Present Lack of Building Activity: First, is it 
accurate to state that the lack of building is due to lack of capital 
for mortgage loans ? 

It is undeniable that there is a shortage at the old terms. Money 
lenders are not willing to supply the funds at the old interest rates 
and on the old percentage of the property. They demand higher 
interest and the assumption of a larger equity by the builder. 
This is because of changed conditions with respect to risk and the 
supply of capital. Among these changed conditions are the fol- 
lowing : 

1. Th,e greater possibility of shrinkage in the value of the prop- 
erty through a future collapse in the price of materials and labor. 

2. The greater risk of increased costs through disturbed labor 
conditions. Labor conditions are just now so unstable that anyone 
undertaking a building operation is exposing himself to loss 
through sudden unexpected demands for higher wages. Refusal 
to meet the demands of the laborer means delay, which in building 
often involves still greater costs. 

3. The greater risk of increases in prices of materials during the 
building operation and the uncertainties as to deliveries. 

4. The general shortage of capital available for investment. 

5. The special shortage of capital in the mortgage market due 
to the elimination of specific sources of supply formerly available. 
In the past real estate mortgages were to a peculiar degree a 
favorite field of investment for capital from sources such as large 
trust estates, where a high degree of security and a moderate yield 
were desirable. The imposition of high surtax rates in the income 
tax has decreased the net yield from real estate investments, in 

the state government by $36, or 120 per cent, while the municipality would 
gain by an income annually of $2,250, in place of nothing at all." Upon 
analysis one finds that this magical result is obtained by including in the 
case of the real estate transactions all the taxes which would accrue to the 
government — federal, state and local — ^both from the owner of the capital 
loaned on the mortgage and the owner of the building constructed from the 
proceeds of the loan, and by ignoring entirely, at the same time, any in- 
come that might come to the government from some alternative business 
enterprise were the sum loaned to it rather than to the builder. Similar sins 
of omission or commission appear elsewhere in the pamphlet. Much of the 
newspaper discussion of the subject has also been loose and careless. For 
example, the fact that mortgage interest is non-taxable under the Massa- 
chusetts classified income tax was referred to in one article so as to give 
the impression that Massachusetts was a convert to be credited to this cam- 
paign. As a matter of fact, morgages have long been exempt in Massa- 
chusetts and it may be observed that this exemption has not helped the 
housing situation there. 
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the case of the large estates, to a point where they can secure a 
larger return and greater safety by investing in tax-exempt gov- 
ernment bonds. At the same time the presence of the unusual risks 
enumerated above have doubtless intensified the unattractiveness 
of the mortgage field for this class of investments. 

It must be apparent that to blame the lack of building upon lack 
of capital does not explain the situation completely. The writer 
knows of cases in which, with the money actually in hand, con- 
struction has been vetoed because of the great risks which one who 
builds now must run. The builder who is refused a loan at the 
old or at slightly increased interest rates and to the extent of the 
conventional percentage, may complain that his deal is blocked by 
lack of capital. But is it not true that the deal will continue to be 
blocked until the unusual risks in the situation are in some manner 
provided for? 

The question as to who shall carry the risk arises sharply at the 
time the loan is made, and the loan is " lacking " unless a satis- 
factory arrangement is arrived at. The real question consequently 
is whether tax exemption of mortgage interest would prove to be 
a satisfactory arrangement; — an arrangement at once adequate to 
the task and without serious incidental consequences. 

Is the Income Tax Responsible for the Situation f Since all of 
these special costs and risks have to be met it must be apparent 
that even though there had been no income tax in existence, a 
shortage could have been avoided only through an adjustment in 
the rates and terms of capital investment in mortgages. It is im- 
possible to agree with the pamphlets of the real estate interests 
that the income tax deserves all the blame. 

The income tax cannot be charged with responsibility for the 
uncertainty of future prices, for labor difficulties and for the gen- 
eral shortage of capital. The sole indictment against the income 
tax must be that its high rates have magnified the attractions of 
certain bonds which the authorities, in their inscrutable wisdom, 
have relieved of those rates. 

Would Tax Exemption Solve the Problem? The correctness of 
the statement that the exemption of mortgage interest would cause 
a return of the flow of capital into building operations and thus 
solve the problem is conditioned upon the accuracy of the preced- 
ing statements in the argument regarding the cause of the shortage 
of capital. We have seen that building operations are being re- 
tarded by unusual risks and charges, not all of which have been 
caused by the income tax exemption. It follows that not all of 
them could be cured by modifying the income tax. 

Yet exemption from income taxation is one way of increasing 
the return from real estate enterprises. Unquestionably it would 
help. But would it be adequate ? 
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The bills actually propose the exemption of mortgage interest 
on an aggregate principal not to exceed $40,000. Obviously this 
this would not go far to restore the attractiveness of the mortgage 
field to the large investor whose affections have been alienated by 
the municipal and federal tax-exempt bonds. His investment in 
mortgages would ordinarily be restricted to the $40,000 maximum. 
Evidently the exemption is expected to appeal primarily to the 
small investor. The great future source of mortgage money is 
thought to be small mortgage certificates. In this connection it 
should be pointed out that the smaller the investor, the less valuable 
the tax exemption to him. 

Precisely how powerful an attraction the exemption would be is 
impossible to estimate. It is probably reasonable to assume that 
the safe deposit box of almost every large investor and trust would 
soon include a $40,000 block of mortgages. The exemption would 
indeed have some attraction even to the small investor. 

The broader proposal incorporated in the New York state party 
platforms would, if adopted, be more efficacious in stimulating a 
return flow of capital, but its incidental shortcomings and its un- 
desirable by-effects would increase directly with its effectiveness. 

The Proposed Remedy is Indirect and Expensive: There is no 
question about the need for houses. They must be built and some 
one must pay the bills. The direct method would be to isolate the 
risks and underwrite them; to determine the rates which mortgage 
money is worth, under present circumstances and pay them. This 
might necessitate the repeal of usury laws and might involve the 
establishment of novel organizations to insure the risks. It may be 
that we lack the social intelligence and political efficiency to utilize 
such direct methods. If so we must be content to pay for the 
wastes of indirectness. 

The expensiveness of solving an economic problem by indirect 
methods is beautifully illustrated by this proposal. The desire is 
to increase building, and to do this it is considered necessary to 
attract capital. To attract capital it is proposed to give a tax ex- 
emption. But to give the tax exemption it is considered necessary 
to extend it to old capital already in the field, as well as to the 
new capital which they wish to attract. For unless old capital is 
included there will be no mortgage renewals. In other words, to 
attract new capital under this plan it is deemed necessary to vote 
an unearned and unexpected bonus to every owner of a real estate 
mortgage in the United States. 

But this is not all. The New York state bill exempts interest 
on mortgages upon "improved real property." The federal bill 
exempts interest on loans "secured, under a mortgage or other- 
wise, solely by real estate." " Real estate " and " improved real 
property " are broad terms. Apparently in this building emergency 
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we are asked to grant a bonus to mortgage money, old and new, 
on all property whether located in Houston street or on the shores 
of Lake George, provided only it can qualify as " real estate " on 
'* improved real property." 

What the real costs of the tax exemption policy would be, no 
one can say. We are asked to sign a blank check. 

The Real Difficulty not the Income Tax hut the Tax Exemptions. 
The situation described above raises fundamental problems for 
consideration. Is our progressive income tax wrong in principle ? 
Is the exemption of any income from such an income tax wrong 
in principle? In any case is it sensible to meet the present situa- 
tion by increasing further the exemptions from the tax? 

An examination of the present dilemma does not reveal defects 
in the theory of income taxation or yet in the theory of progres- 
sive taxation. It is rather a crushing indictment of the practice 
of granting liberal exemptions from the progressive income tax. 
Exemptions from such a tax must be confined within narrow limits 
or they will give rise to evasions which react to defeat the pro- 
:gressive scale of the tax. 

Tax Exemptions Already Excessive, The reason underlying the 
practice of exempting government bonds is that to tax them means 
merely to take money out of one pocket and put it into another. 
The exemption from taxation is supposed to be compensated for 
by decreased interest rates and improved market standing for the 
government issues. But to make this work out there must always 
be enough persons who are subject to the tax and who are also 
investors to absorb all the bonds. A progressive tax creates what 
is equivalent to groups of taxpayers subject to differing taxes. 
Exemption from the income tax,' for example, is a privilege of 
different worth to each surtax group of taxpayers. It is much 
more valuable to the man who is subject to a 70 per cent rate than 
to the man subject to a 10 per cent rate. Just as soon as the 
quantity of tax-exempt bonds becomes too great to be absorbed by 
investors who are members of the highest surtax group, the mem- 
bers of the next highest surtax group, to whom the tax-exempt 
privilege is less important, become the value-determining factors. 
When this happens those in the highest surtax group can buy the 
bonds on better terms than they would otherwise be able to get 
and at the same time it becomes unprofitable (instead of a matter 
of indifference) for them to invest in securities whose income is 
subject to tax. 

This is exactly what has happened in this country. We already 
have too many tax-exempt securities to be absorbed by those to 
whom total tax exemption is most valuable, so that now even those 
who are subject to only moderate income tax rates find it economic 
insanity to invest in mortgages whose income is subject to tax. 
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The proponents of the present measure admit this but call objec- 
tions to further exemptions "academic". In other words, they 
ask us to acknowledge that the situation is entirely out of control 
and to reconcile ourselves to an income tax which discriminates 
on a grand scale in favor of interest as opposed to profits, rents 
and earnings. Many of us have been urging a discrimination 
against such income rather than in favor of it and many of us 
have been promoting the adoption of state income taxes, accom* 
panied by exemptions of intangibles from the property tax, in the 
hope of levying a tribute on this particular type of revenue. 

It is true that the aggregate of tax-exempt securities outstanding 
is already alarmingly great and that the means of bringing the 
situation under control are not as adequate as we could wish. But 
a substantial portion of the Liberty bond exemptions expire five 
years after the termination of the war and all of the Liberty bonds 
are for reasonably short terms. More than five billions of Victory 
Notes and War Savings Certificates fall due in 1923, three years 
hence. The position of state and municipal bonds involves an in- 
teresting legal question. A constitutional amendment was neces- 
sary to obtain the progressive income tax. Another may be forth- 
coming in case it should prove to be necessary to its preservation. 
There are lawyers of reputation who even believe that such an 
amendment is not essential to bring the interest on such securities 
under the federal law. The New York state tax conference has 
recently recommended that the state tax the interest on its own 
bonds and those of its political subdivisions, hereafter issued. 
Under these conditions is it " academic " to oppose still further 
exemptions ? ^ 

To one who is conscious of the mischief already being wrought 
by tax exemptions the proposal to exempt each of our ^three and 
one-half million income taxpayers with respect to interest from 
$40,000 apiece seems almost equivalent to the abandonment of our 
progressive income tax. To any one who has considered our fed- 
eral financial problem this is unthinkable. The maintenance of the 
income tax is of the most vital importance. 

The Exemption would Discriminate against Earned Incomes. 
To the extent that tax exemption would attract capital to the 
mortgage field, it would serve to diminish the yield of the income 
tax. To maintain a given yield, it would be necessary to increase 
the rates. Even though rates were not increased and the yield 

5 The situation has its humorous side. First the money • lenders said : 
" Unless you exempt Liberty bonds we shall be compelled to invest our 
money in mortgages." They had their way. Now they say : " Upon our 
recommendation you have made Liberty bonds so attractive with your 
iniquitous income tax that unless you exempt mortgages we shall be com- 
pelled to invest in the bonds." 
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were suffered to diminish, a new distribution of the burden of the 
tax would result and it would be a distribution which would dis- 
criminate in favor of rather than against "unearned" income. 
There is a large and growing sentiment in this country in favor 
of following England's example in distinguishing between " lazy " 
and " industrious " income. The exemption proposal runs counter 
to this sentiment. The cost of the exemption would be borne by 
salaries and business income. 

Would Complicate Income Tax Procedure, The preparation of 
income tax returns has become a complicated and difficult task and 
there is urgent need for simplification of the procedure. Perhaps 
the most complicated portion of this complex work consists of the 
computation of taxable interest. The various tax exemptions 
already in force raise problems which competent accountants in- 
sist are incapable of exact solution. In place of simplification this 
proposal adds anothef complication. 

Would Establish Precedent for Exemption of Private Secur- 
ities, Thus far interest exemptions have been restricted to gov- 
ernment bonds. Interest from bonds of states and political sub- 
divisions is entirely exempt from the federal tax. Interest from 
federal bonds is exempt, with very definite limitations on certain 
issues as to time and amount. Bonds issued under the federal 
Farm Loan Act and by the War Finance Corporation may be 
thought of as exceptions to the statement made above, but al- 
though the proceeds of the bonds are allocated to special uses 
more or less closely analogous to that proposed in the present meas- 
ure, it should be remembered that the bonds whose income is 
exempt have themselves in all cases been issued under conditions 
laid down and controlled by Congress. 

The bills under consideration propose an exemption of the in- 
terest from strictly private securities— :-securities which are in no 
sense controlled by the government, either as to conditions of 
issue or as to total amount. There is no specification as to the 
interest rate. The only limitation relates to the maximum which 
may be held tax free by any one individual. 

Before agreeing to this proposal we should consider whether we 
are willing to take the position that similar exemptions may be 
granted when situations of like urgency arise in other fields. What 
arguments, for example, are being urged for the exemption of 
mortgage loans which may not be urged at some later date in favor 
of the exemption of interest on railway bonds? Indeed on what 
ground would it be possible to deny such pleas in case this advan- 
tage were given to real estate mortgages? Is the best method of 
meeting our present problem one which gives preferential tax 
treatment to capital invested in real estate as compared with capital 
devoted to other essential and desirable business services? The 
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public utilities, as a matter of fact, are already alive to the situa- 
tion. Within the past few weeks President Sunny of the Chicago 
Telephone Company has asserted that justice and equity demand 
the exemption of the bonds of all public utility corporations.® 

Tax Exemption an Unwise Policy for Owners of Real Estate. 
So far as the proposal emanates from the owners of real estate, it 
may be unhesitatingly branded as short-sighted and unwise. Real 
estate stands to suffer more through the general acceptance of the 
policy of tax exemptions than any other economic interest. The 
new state income taxes are designed largely as a measure of relief 
to the overtaxed owners of real property who, when the general 
property tax disintegrated, found themselves in a peculiarly ex- 
posed position. To encourage the breakdown of income taxation 
is to start a tendency toward even heavier taxation of the ever- 
evident realty. Such a policy appears from the point of view of 
their own interests to be very ill-advised. 

To summarize — we have a situation in which there are risks and 
costs which must be met — for we must have building construction. 
The risks are probably unusual and temporary. The proposed 
remedy presumably involves us in a permanent obligation. The 
risks and costs are susceptible of isolation and fairly accurate 
measurement. The proposed plan for meeting them is indefinite 
and indirect. The risk which is socially most important is that 
which attaches to new construction. The proposal extends a bonus 
to practically all mortgage owners, whether the underlying prop- 
erty be old or new, and whether it lies in a place where there is 
an under-supply or an over-supply of houses. 

More important than all this, however, is the effect which the 
adoption of the proposed measure would have on the income tax 
as a fiscal device. It would increase an evil which already seri- 
ously threatens the life of our progressive income tax. The exi- 
gencies of the distressing housing situation should not blind us to 
the less evident but very serious consequences of such a measure. 
Certainly it is not an attractive plan. 

Chairman Maxwell: The matter of exemption from taxation 
is deemed of such importance that one of the four standing com- 
mittees provided by the National Tax Association, with one of our 
foremost authorities on taxation as its chairman, is assigned to 
the consideration of this subject I will now ask Professor Plehn 
of California, chairman of this committee, to present the report of 
the committee on this subject. 

Carl C. Plehn, of California: Mr. Chairman and gentlemen, 
I shall read the main part of the report, without comment beyond 
saying that the report has been unanimously adopted by all the 
members of the committee. 

® Wall Street Journal, August lo, 1920. 
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REPORT OF THE COMMITTEE ON TAX EXEMPTIONS 

Introduction 
the fundamental principle 

It is axiomatic that taxation should bie universal and that every 
person in the jurisdiction of a government should contribute to 
the support of that government in a proper proportion. The ex- 
emption of any individual or class, in part or in whole, is favor- 
itism or privilege and as such is indefensible. 

If the basis of taxation be property y all private property should 
be taxable; if the basis be income, all private income should be 
taxable. Exceptions to this rule should be technical only and 
should never result in an actual lessening of anyone's fair tax 
burden. 

The only ground for absolute exemption from taxation, either 
of property or of income (revenue), is absolute public use. 

Technical exemptions, such as those designed to avoid double 
taxation, or to graduate the tax burden, or for fiscal administra- 
tive reasons may be granted but must be safeguarded so as not to 
result in privilege or favoritism. 

Existing Exemptions in the United States 

i. under the property tax 

(a) Public Property 

It is customary in the United States to exempt from all taxation 
all property belonging to any branch of government. The pro- 
priety of such exemption is obvious in most cases, although there 
are some peculiar instances in which that exemption brings diffi- 
culty. For a city, a state or the federal government to tax its 
own properties would be merely to transfer money from one ac- 
count to another. 

For the federal government to tax state property or a state to 
tax the property belonging to a city, a county or a town, or the 
converse of any of these, would be to assert a right on the part of 
one branch of government to take from another, property which 
may be one of the essentials of its existence. 

An exception to the second rule may sometimes be necessary. 
Thus great cities have acquired watersheds and other property in 
neighboring jurisdictions of such extent as to cripple the govern- 
ments under whose protection the property lies. Again the federal 
government has acquired forest lands or set up forest reserves so 
extensive as to cripple the local governments preexistent in the 
territories acquired. While these and similar difficulties have been 
tentatively solved in some cases by the grant of continued taxa- 
bility of the property, this solution is not sound and can be re- 
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garded as little more than a makeshift. Eventually there must be 
a readjustment of territorial jurisdiction and (or) of the functions 
of government to cover such cases. 

The acquisition by mimicipalities of public utility properties 
formerly taxable by the state, the county and the city itself, pre- 
sents a similar problem for adjustment between related branches 
of government. But in general the principle of the exemption of 
public property is sound. 

(b) Government Instrumentalities 

The federal government has withdrawn from taxation green- 
backs, and national banknotes. The propriety of this exemption of 
the necessary instruments of trade is not questioned. 

The same government while granting to the states and cities the 
right to tax private stockholders on account of shares of stock in 
national banks has denied them the right to tax federal reserve 
banks, and farm loan banks and private property interests therein. 

We are of the opinion that these exemptions are too sweeping 
and that any private property rights in these institutions should be 
taxable as property, under safeguards analagous to those now 
thrown about the taxability of national bank stock. It is not neces- 
sary to forbid all taxation, but to forbid only discriminatory 
taxation. 

Government bonds are now generally exempt from the property 
tax. If a state (or city) government taxes its own bonds it would 
presumably have to pay back the tax in the shape of higher in- 
terest and the exemption may be regarded as a technical one, of 
fiscal method only. We are not disposed to discuss the theory of 
this case. 

The matter is only slightly different when the state denies to its 
constituent local governments the right to tax its bonds or em- 
powers the cities and other local governments to issue bonds 
exempt from state as well as local property taxes. 

The exemption of public bonds from taxation under the prop- 
erty tax has, however, seldom created any embarrassment and has 
quite generally been regarded as giving the governments a chance 
to borrow at a very low rate of interest and by reason of the fact 
that the rate of interest is so low (virtually equal to the commer- 
cial rate less the average tax) has not created any favored or 
privileged class. The exemption of the interest on bonds under 
the income tax is a very different matter, which we shall discuss 
later. 

(c) Property Devoted to Quasi Public Uses 

It is customary to exempt from the property tax church property 
and that of schools, colleges, academies, eleemosynary and other 
institutions or organizations, assumed to be doing a public service. 
With these goes the exemption of cemeteries, for reasons of piety 
or respect for the dead. 
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These exemptions have met with general public approval, and, 
supported as they are by the votes of the church-goers and other 
beneficiaries and by those who frame public opinion, are strongly 
entrenched. It seems to be idle to criticize these exemptions, 
although it should be obvious that whatever reason may exist for 
holding this class of property as private property is an equally 
good reason for paying taxes thereon. Abuse of the church exemp- 
tion privilege has arisen, where churches, holding property in or 
near the center of rapidly growing cities, have waxed enormously 
wealthy not only from the increment in the value of their land 
but even more from the accumulated funds of unpaid taxes. 

The line between an institution or organization serving a public 
purpose and one of a private character is often hard to draw and 
sometimes the voters have been persuaded, by rather specious 
arguments, that this or that organization is in the " public " class 
when possibly a more accurate judgment would place it in the 
private class. Thus we have grave doubts as to the classification 
of secret societies as eleemosynary organization^ and doubt the 
wisdom of their exemption. 

Embarrassment has arisen from these exemptions when the mass 
of exempt property lying in any one tax district is so large as to 
cripple the government of that district or to unduly raise the taxes 
on contiguous property. This difficulty can be met by redistricting 
or by special arrangements in specific cases. 

(d) Exemptions as Bounties 

There are cases where exemptions are granted specifically as 
bounties. These are of two kinds. The first is exemplified by the 
veterans* exemptions, the second by the exemptions designed to 
attract industries and population to the exempting locality. 

We are of the opinion that both of these are unsound. If a 
grateful people wish to reward or support war veterans and other 
public servants there is the more direct and dignified method of 
pensions available. The exemption benefits only those veterans 
who have property and not all veterans. Tax exemption is a poor 
form of bounty and can never be regarded as a dignified way of 
meeting a felt public obligation. 

The other form of bounty by tax exemption, namely the exemp- 
tion of industrial plants, leads so often to inter-municipal wars 
and strife, and would so soon break down the tax system that its 
folly has come to be generally recognized, and, if we are cor- 
rectly informed, the evil is gradually abating. 

(e) Technical Exemptions 

In some cases mortgages on property which is otherwise fully 
taxed are exempt. So too are the stocks and bonds of corpora- 
tions whose property is fully taxed. These and similar exemptions 
arc technical only and create no favored or privileged classes. 
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(f) Exemptions Working a Graduation of Rates 

There are a group of exemptions covering workmen's tools, 
farm machinery, household furniture and other items, granted in 
part because of the difficulty and cost of collecting small amounts 
from many poor people, but which also have the effect of miti- 
gating the tax burden to the poor. When carefully restricted these 
exemptions are sound. But the door can easily be opened too 
wide and the arguments used propaganda-wise, for extending these 
exemptions are specious. 

(g) Administrative Exemptions 

The practical difficulties of assessment have led to some ex- 
emptions, as of money in pocket, watches and other small items, 
but these are of little importance. 

It is quite general to exempt the crops of the year, or to fix 
tax-day in a season (the spring of the year) when there will be 
no crops in hand. This is a proper distinction under a property 
tax, when the l^d is fully taxed. The taxation of the crop and 
of the land would result in adding a quasi income tax to a prop- 
erty tax. 

For obvious reasons we need not comment on exemptions granted 
under some one tax imposed " in lieu of " other taxes. 

Exemptions from the Federal Income Tax 

Absolute exemptions from the federal income tax, that is, all 
save those so-called personal and family exemptions which are 
more properly called credits and the credit for dividends taxable 
at the source, are of three kinds. The first are exemptions by 
reason of the source of income. The second are exemptions by 
reason of the use of the income. The third are assumed to be for 
the protection of a public instrumentality. The first are, specifi- 
cally, incomes paid out of state and local funds, the salaries of 
state and local officials and the interest on state and local bonds. 
With this may be grouped the interest on certain federal bonds. 
The second are, specifically, incomes received by — 

1. Labor, agricultural, or horticultural organizations; 

2. Mutual savings banks not having a capital stock represented 
by shares; 

3. Fraternal beneficiary societies, orders, or associations, (a) 
operating under the lodge system or for the exclusive benefit 
of the members of a fraternity itself operating under the 
lodge system, and (b) providing for the pa)^ment of life, sick, 
accident, or other benefits to the members of such society, 
order, or association, or their dependents; 

4. Domestic building and loan associations and cooperative banks 
without capital stock, organized and operated for mutual 
purposes and without profit; 
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5. Cemetery companies owned and operated exclusively for the 
benefit of their members ; 

6. Corporations organized and operated exclusively for relig- 
ious, charitable, scientific, or educational purposes, or for the 
prevention of cruelty to children or animals, no part of the 
net earnings of which inures to the benefit of any private 
stockholder or individual ; 

7. Business leagues, chambers of commerce, or boards of trade, 
not organized for profit and no part of the net earnings of 
which inures to the benefit of any private stockholder or in- 
dividual ; 

8. Civic leagues or organizations not organized for profit but 
operated exclusively for the promotion of social welfare; 

9. Clubs organized and operated exclusively for pleasure, recrea- 
tion, and other nonprofitable purposes, no part of the net earn- 
ings of which inures to the benefit of any private stockholder 
or member ; 

10. Farmers' or other mutual hail, cyclone, or fire insurance com- 
panies, mutual ditch or irrigation companies, mutual or co- 
operative telephone companies, or like organizations of a 
purely local character, the income of which consists solely of 
assessments, dues, and fees, collected from members for the 
sole purpose of meeting expenses; 

11. Farmers', fruit growers', or like associations, organized and 
operated as sales agents for the purpose of marketing the 
products of members and turning back to them the proceeds 
of sales, less the necessary selling expenses, on the basis of 
the quantity of produce furnished by them ; 

12. Corporations organized for the exclusive purpose of holding 
title to property, collecting income therefrom, and turning 
over the entire amount thereof, less expenses, to an organiza- 
tion which itself is exempt from income tax; 

13. Federal land banks and national farm-loan associations as 
provided in section 26 of the act approved July 17, 1916, en- 
titled "An Act to provide capital for agricultural development, 
to create standard forms of investment based upon farm mort- 
gage, to equalize rates of interest upon farm loans, to furnish 
a market for United States bonds, to create government de- 
positories and financial agents for the United States, and for 
other purposes." 

It will be noted that some in the second group are analogous to 
some of the long-standipg exemptions under the property tax and 
may be said to rest on an assumed public use. The remainder of 
the second group are incomes so-called, of mutual societies of one 
sort or another. Doubtless many of the exempt societies have no 
net income in any proper sense of the word income and the ex- 
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emption is in each such case strictly technical or formal. Like the 
so-called exemptions of inheritances and of payments to bene- 
ficiaries under life insurance policies, these are not exemptions but 
part of the definition of income. But it is interesting to note that 
after many years of experience with income taxation the British 
are coming to question the propriety of exempting their great co- 
operative societies and that it is by no means clear that a mutual 
society which saves its members expense is necessarily without net 
profits. But the committee does not desire at this time to scru- 
tinize the list in detail. 

The exemptions of the first kind have been severely criticized, 
and your committee believes that they are fundamentally unsound. 

They rest in the main on a misconception of the income tax and 
on the fallacious assvunption that the tax is on the money one re- 
ceives, whereas it is, or should be, a tax on persons in proportion 
to their means or incomes. 

It seems to be assumed in these exemptions that money becomes, 
as it were, inviolable by contact with a public treasury and remains 
inviolable after it leaves that treasury, and passes into private use. 
A public salary, or interest on public bonds loses, so we believe, its 
original public character the moment it passes into private hands 
and becomes spendable for private purposes. Since all personal or 
private income should be taxed, so the recipients of public sala- 
ries and of interest on public bonds should be taxable as any other 
person is. 

The history of these exemptions which can be traced back to 
Justice Marshall's dictum that Congress cannot use its power of 
taxation " to embarrass or destroy " that which it might not other- 
wise embarrass or destroy is too familiar to call for review here. 
But the recent confirmation of these exemptions by the Supreme 
Court as constitutionally imavoidable leads to the conclusion that 
there is no way to remedy the evil save by a federal constitutional 
amendment. We add here a statement of the recent decision. 

Evans vs. Gore 

On the first day of June, 1920, the United States Supreme Court 
handed down an opinion in the case of Evans vs. Gore denying 
that Congress has the power, under the constitution, to impose an 
income tax on the salary of a federal judge. The specific point 
involved turned upon the language of the constitution in that pas- 
sage which says that the compensation of judges " shall not be 
diminished during their continuance in office." But the decision is 
based upon reasoning involving a complete and sweeping accept- 
ance of all the exemptions existing and sustained by the courts 
prior to the adoption of the sixteenth amendment, and in language 
unequivocal, reaffirms all of the old decisions. In the opinion of 
the court the salaries of state and local officials and the interest 
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on state and municipal bonds are exempt from the federal income 
tax. The language is not so strong as to the exemption of the 
interest on state and municipal bonds as it is as to salaries. Al- 
though that part of the opinion which deals with matters other 
than the specific question of the taxability of judges* salaries is an 
obiter dictum, it so emphatically confirms the previous rulings that 
we must accept it as a final interpretation of the law. 

In passing it may be noted that Mr. Justice Holmes (Justice 
Brandeis concurring) wrote a dissenting opinion holding that to 
impose on a judge an income tax "that all other men have to 
pay cannot possibly be made an instrument to attack his independ- 
ence as a judge," and further arguing that the sixteenth amend- 
ment did abolish the old exceptions to the powers of Congress 
with reference to the income tax. It appears, then, that the pres- 
ent President of the United States and the present federal judges 
during their term of office, all present and future state and local 
officials, including school teachers, and the recipients of interest 
from state and local bonds constitute in the language of Mr. Jus- 
tice Holmes (see decision under review) " a privileged class, free 
from bearing their share of the cost of the institutions upon which 
their well-being, if not their life, depends." 

In view of the decision in Evans vs. Gore, it appears that it will 
require another constitutional amendment to make it clear that 
what is abhorrent is discriminatory taxation and that a general, 
uniform tax on all persons, including officials, cannot in the nature 
of things tend "to embarrass or destroy" the independence of 
judges, or the proper exercise of their functions by other officials. 

Your committee accepts the opinion as a final statement of the 
existing law, but recommends that careful consideration be given 
to the question above raised, namely, whether the constitution 
should be amended so as to abolish all privileged classes. 

In view of the foregoing it may be felt that the views of this 
committee are academic and vain, and our protest against the ex- 
isting exemptions mere idle words. It is, moreover, doubtful 
whether even a constitutional amendment could be retroactive, and 
in view of the large interests affected it is clear it should not be 
retroactive. It would be a severe blow to state and municipal 
credit to bring the interest on all outstanding bonds suddenly 
under the income tax. The constitutional amendment must apply 
only to interest on bonds issued after its adoption. Probably the 
same principle should be applied to public salaries, and a period 
of transition of say two years be provided. 

In this connection it must be pointed out that the evils of the 
exemption of bond interest are intensified under a progressive in- 
come tax. If the income tax rate were flat — a uniform percentage 
for everybody— the evil would be there, but slighter than it is now. 
But the exemption means much more to some persons than it does 
16 
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to others, on account of the progressive tax rates. It tends to de- 
feat the whole purpose of progression. 

The third class of exemptions are those of public instrumental- 
ities. The specific instances that we have in mind as exemptions 
granted under an assumption that they are for the protection of a 
public instrumentality are the exemption of the interest on Farm 
Loan Bonds, of interest on bonds issued by the War Finance Cor- 
poration and dividends of the Federal Reserve Banks. The vic- 
iousness of the exemption of these items from the property tax has 
already been considered. There is not the least ground for the 
exemption of interest from these sources when it passes into and 
becomes a part of the private income of an individual or of a tax- 
able corporation. The assumption that to protect its own instru- 
mentalities the government must necessarily create a privileged 
class of tax-exempt persons seems to us very far-fetched. Surely 
the evil so created is greater than any evils which might result 
from non-exemption. 

These exemptions do not come under the protection of the 
courts, not being covered by Evans vs. Gore, and Congress has 
power to remove them by appropriate legislation. 

Your committee does not propose in this or in other instances 
that bonds issued and outstanding with the exemption privilege be 
made taxable, but only that no more such tax-free bonds be issued.. 

Exemptions under a State Income Tax 

There are so many different varieties of state income taxes, na 
two of those now in use being at all alike, that any enlightening 
discussion of the existing exemptions thereunder would require a 
lengthy statement of the aims of each such state income tax and 
its place in the general system of state and local taxation. We 
have, for example, in Wisconsin an income tax which was orig- 
inally thought of as a substitute for the tax on personal property; 
in Massachusetts a tax on incomes classified according to the 
assumed tax paying ability and intended to adjust certain inequal- 
ities in local revenues peculiar to Massachusetts and due to ten- 
dency of rich people to congregate in certain towns. In other 
states we have income taxes designed primarily to reach non- 
residents who draw income from within the state, and income 
taxes so-called that are practically business taxes on corporations. 
In one case we find a state income tax designed to deflate inflated 
fortunes. In only one state, namely, New York, is there a straight 
out and out revenue income tax. 

Your committee believes that the rule "that all private income 
should be taxable " can be easily applied to a state income tax, and 
needs no lengthy explanation. 

Obviously, the exemption of federal salaries and of interest on 
federal bonds, which is the counterpart in state income taxes of 
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the exemption of state salaries and state bond interest under the 
federal income' tax, is wholly unjustifiable. But these privileged 
classes are hedged about by the same constitutional protection as 
protect state officials and the holders of state bonds from federal 
taxation. 

Proposed Tax Exemptions 

Exemptions tend to breed rapidly. When one is granted it is 
easy to find grounds by analogy for other exemptions. This is 
especially true of those based on assumed public benefit. As was 
suggested above, there is difficulty in applying the principle of 
public use as a ground for tax exemption. Hence many a move- 
ment, inaugurated for the assumed or alleged good of all, de- 
mands tax exemption as one of its rewards. 

It is not at all in a spirit of levity that we cite the following 
story. In 1905 there appeared before the California Tax Commis- 
sion a gentleman who had been for some years importing blooded 
cattle and demanded that all cattle bred from this selected stock 
should be exempt from taxation; while all scrub cattle should be 
fully taxed. He argued with full sincerity that he was doing a 
valuable public service in improving the breed of cattle and that 
his high-priced bulls and cows should therefore not be taxable at 
their ** full cash value." 

No sooner does a need arise for more dwellings than it is pro- 
posed to promote building by some form of tax exemption. Public 
service corporations find it hard to borrow money and argue that 
since their plants are in the public service, holders of their bonds 
should have the same exemptions as holders of municipal bonds 
enjoy. After granting veterans and their dependents exemption 
from taxation it is easy to dodge the necessity for a mothers* pen- 
sion system by granting tax exemption to widowed mothers. If to 
facilitate assessment procedure one state grants an exemption of 
$100 worth of household furniture, another state makes it $500. 
If port A exempts shipping, port B follows suit, and then other 
industries cry out for exemption. 

Many mice nibbling away will destroy a large theese. There is 
danger that the whole structure of taxation in the United States 
will be eaten away unless the mice be checked. 

State Tax Officials Report on Proposed Exemptions 

Through the courtesy of the tax commissioners and other offi- 
cials of the several states and the industry of Mr. Robins and 
other members, your committee has been placed in possession of a 
considerable body of facts concerning proposed exemptions now 
pending. The reports show: 

(1) The continued activity of the single taxers; (2) a marked 
tendency to multiply and raise the exemptions of household furni- 
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ture, tools, farm machinery and the like, also to raise and extend 
the limit of war veterans' and similar exemptions; t^) a consider- 
able number of new technical exemptions, not involving favoritism 
or privilege, (4) many proposals involving the exemption of a 
class of privileged persons or property. Among these are a few 
which seem to have wide support, and strong sponsors. All those 
of the first three classes are fully covered by the discussion above. 
We shall therefore comment upon those of the fourth class only, 
and one case will serve to illustrate all of them. 

Mortgage Interest Exemptions Proposed 

First in importance among those of class four is the proposal 
to exempt interest on mortgages from the income tax (federal and 
state). These proposals are embodied in bills before Congress 
and some of the state legislatures, and are backed by influential 
organizations of money lenders and money borrowers. 

Your committee finds these proposals ftmdamentally unsound. 
The arguments by which they are supported are specious. In 
many cases the argument is that since the recipients of interest 
from municipal and other bonds are exempt, the same privilege 
should be extended to private loans. Another form of the argu- 
ment is that the rate of interest demanded on taxable loans is 
prohibitively high and since more building is urgently needed the 
tax should come off. But we have already shown that the exemp- 
tion of interest on public bonds is unsound, although constitution- 
ally unavoidable, and it is no remedy for one evil to create an- 
other like it. Moreover it is more than doubtful whether the re- 
moval of the tax would lower the interest rate. 

Under an income tax every person should be taxed in propor- 
tion to his income, regardless of source. Any other rule results in 
the establishment of a privileged class. 

It is true that the exemptions granted holders of Liberty Bonds, 
and of state and local bonds have enhanced the disturbances of the 
money market and have intensified difficulties unavoidably inci- 
dent to the war. But your committee can see no remedy for this, 
but only a further disturbance, in the proposed tax exemption of 
mortgage interest. 

Exactly the same principle applies to the desired exemption of 
interest on the bonds of public utility companies. 

Conclusion 

While many of the existing exemptions are hedged about by 
constitutional protection, and on account' of the vested rights al- 
ready acquired, cannot be lightly disturbed, the committee believes 
that this Association may set the seal of its disapproval on any 
further extension of exemptions of a privilege-making kind. Our 
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government should not wade more deeply into these quicksands 
but strive to reach the shore. 
Jhe committee condemns specifically: 

1. Under the property tax; any further extension of exemptions 
of the nature of bounties, whether these be of the war veterans* 
tjrpe, or of the type of those granted on household furniture, tools, 
farm machinery and the like, or of the type of exemptions granted 
to industries or commercial enterprises. 

2. Under the income tax, federal or stat^; the further exemp- 
tion of any class of persons or kinds of income on account of the 
income's source or character. The committee restates the funda- 
mental principle that an income tax should be a personal tax on 
every person in proportion to the income he enjoys from any 
source whatsoever. 

Finally the committee urges careful consideration of the possi- 
bility of repeal of the existing exemptions which have created 
privileged classes or individuals. 

W. N. Beatty, 

Salt Lake City, Utah. 

A. R. Clark, 

Manitoba Tax Commission. 

Frank B. Jess, 

State Board of Taxes and Assess- 
ment of New Jersey. 

B. S. Orcutt, 
New York. 

W. H. Osborne, Jr. 

Secretary, State Board of Equaliza- 
tion of Nebraska. 
Carl C. Plehn, 

University of California, Chairman, 
A. P. Ramstedt, 

Wallace, Idaho. 
Frank Roberson, 

Attorney General of Mississippi. 
Kingman N. Robins, 

Rochester, N. Y. 

George G. Tunell, 

Chicago, Illinois. 

Mr. Plehn: On behalf of the committee I want to introduce 
the following resolution: 

Resolved, that this conference is opposed to all of those tax 
exemptions which tend to create privilege or favoritism, and 
particularly the conference opposes (1) any further extension 
of exemptions from the property tax, especisdly those of 'the 
nature of bounties, and (2) any exemptions whatsoever under 
the income tax, state or federal, of private or personal in- 
comes. 
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While recognizing that the repeal of tax exemptions should 
not be retroactive, the conference is opposed to exemption of 
income from public bonds or public obligations which may be 
issued hereafter. The conference is also opposed to exemp- 
tion from the income tax of interest on mortgages. 

I believe that resolution goes to the Resolutions Committee. 

Chairman Maxwell: The resolution presented will go under 
the rule to the Committee on Resolutions, and any debate on that 
will arise when the report of that committee is presented. Is it 
the desire of the conference to discuss the report at this time? 

Oscar Leber, of Maryland: I should like the Professor to 
explain the use of " income from any source whatsoever," if he 
uses it in the same sense that the Supreme Court construed it? 

Charles J. Tobin, of New York : Did I understand Professor 
Plehn to say that the decision had to do with salary paid to state 
officials— did you mean to imply that? 

Mr. Plehn: The decision of the case, as you recall, was re- 
garding the salary of a circuit judge, but the court in its argument 
reviewed the entire course of the exemption of federal salaries, 
state salaries, interest on public bonds, and the whole reasoning, 
the phraseology itself of the decision shows that as clearly the 
opinion of the court. There were two dissenting opinions that 
took the same ground, but it really appears that the two dissenting 
judges regarded the court as having decided that it should and did 
cover state salaries, and the interest on state and municipal bonds. 
The reasoning is so clearly stated that it is impossible to avoid 
that conclusion. Of course, there are so many officials here that 
are somewhat in the position of the single tax'er, who are objecting 
to have unearned increment going to private benefit. It is, never- 
theless, speculating in real estate and taking unearned increment 

Chairman Maxwell: I am sure the conference feels indebted 
to Professor Plehn for his very -valuable report, presented as the 
unanimous report of the committee. 

Mr. Satterlee : I should like to ask Professor Plehn if his com- 
mittee has been able to think of any expedient whatsoever, other 
than a constitutional amendment, to ameliorate the present condi- 
tion as to the exemption in connection with municipal bonds, which, 
as I understand it, so far as income taxation is concerned, is the 
big thing, the great danger. Liberty bonds, farm loan bonds, and 
other bonds of that character are temporary and by federal legis- 
lation in the future relief can be had, but so far as state and 
municipal securities are concerned, is there any relief, other than 
through constitutional amendment? 
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Mr. Plehn: I have not been able to think of anything other 
than a constitutional amendment myself, nor has any suggestion 
come from any member of my committee or anybody else. It 
strikes me that so far as income tax is concerned the exemption of 
public officials' salaries would, in the case of any lowering of the 
limit of personal exemption, cause larger loss than interest on 
municipal bonds. 

Mr. Leber : If I understand correctly, the report states that it is 
the custom of states to exempt, under the property tax, the bonds 
of other states. I know of no state that does that, unless they are 
included in some general exemption. I know of no state which 
-exempts the bonds of other states. where it is purely on the ground 
of comity. 

Mr. Plehn: The statement was that under our constitutional 
law it would be impossible for the state to tax the bonds of other 
states. I thought it was unconstitutional. 

Mr. Leser: Was there any decision which held that one state 
could not tax the bonds of other states. On the contrary, there is 
a high decision in our state, Patterson versus Baltimore, I think, 
which denied the plea of comity and held the bonds taxable. I 
Icnow of no state where those bonds are not taxed, where the 
ground of exemption has been purely that of comity or unconsti- 
tutionality. 

Mr. Plehn: The committee will then ask leave to correct the 
report in that respect. I was mistaken in my impression that it 
was unconstitutional to tax the bonds of another state. We will 
correct the report, if we may. 

Chairman Maxwell: There will be that privilege. 

Nils P. Haugen, of Wisconsin : It may be of interest to refer 
to a case decided by the Supreme Court of Wisconsin in regard 
to taxing the salary of a judge who had been elected before our 
income tax law took effect. The income tax law in Wisconsin 
took effect in 1911, and the decision construed that to apply to the 
Varies of all public officials, whether they were elected before or 
after the income tax law took effect. One of the circuit judges of 
the state raised the point that his salary could not be taxed because 
he was elected before the income tax law became operative, and 
that case went to the Supreme Court, but the Supreme Court sus- 
tained the taxation, just the opposite of the decision rendered by 
the Supreme Court of the United States. 

Mr. Plehn : I understand that the federal department proposes 
to rule that federal officers will be subject to income tax despite 
Evans versus Gore, except only those who are now serving. 
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Chairman Maxwell : The ruling as I saw it in the press was 
that the judges that took office after the enactment of the income 
tax law would be liable to the tax. 

O. C. LocKHART, OF New York I With reference to some de- 
vice for subjecting to the tax the income of municipal bonds, it 
occurs to me to raise this query. It will be recalled, I think, that 
about 1911 or 1912 a federal excise tax, substantially on the privi- 
lege of receiving an income, had been suggested, that is, prior ta 
the adoption of the sixteenth amendment. It will also be ob- 
served that in a number of states franchise tax laws on corpora- 
tions have been levied on property, some of which at least was 
ordinarily regarded as exempt from taxation, or on income, which 
might include income from obligations stated to be exempt. I 
don't want to make the statement — I am by no means sure of my 
ground — but I should like to raise a query whether it is not con- 
ceivable that an excise tax on the privilege of obtaining income 
could be levied in such a way as to virtually subject to taxation 
Jncome from municipal bonds, or income from federal obligations,, 
imder state laws. 

It occurs to me that this might accord with the report of the 
committee, which suggested that the income tax should be re- 
garded as a tax upon persons in proportion to their income rather 
than a tax upon the income as such. 

J. L. Sayler, of Illinois: I want to endorse the conclusions 
that the committee has reached on this question — ^this is my per- 
sonal opinion — ^that the income tax should be based upon net in- 
come, and that that income should include the income derived 
from national and state securities as well as income from other 
sources. I believe, though, that with the tendency of the courts 
we shall inevitably be faced with the necessity of a constitutional 
amendment in order to make the income derived from municipaj 
securities subject to taxaiton. 

I think that possibly the committee in their report in connection 
with the taxing by one state of the securities issued by another 
state, had some doubt about it, owing to the fact that under a terri- 
torial organization the bonds issued by a territory are not subject 
to taxation by a state, for instance under the present situation, the 
obligations which are issued by the Philippines and Hawaii and 
Porto Rico, due partly to Congressional action and partly to the 
theory that they are obligations of the national government, are 
not subject to taxation by the states. But I think obligations 
issued by a state now are subject to taxation constitutionally in any 
other state in which citizens of that state may hold such securities. 

I am very glad to see the committee to come out flat-footedly. 
My personal opinion on this question is that the tendency will be 
in the future towards the elimination of these tax-exempt securities^ 
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Chairman Maxwell: The impression of the chairman has 
been in line with that stated by Judge Leser, that each state had 
the power to give the right of non-taxability to its own securities, 
but that it could not impose that obligation upon the taxing power 
of any other state. I am sure the committee will have that matter 
brought into its report accurately as it will be printed in the record. 
We have two other interesting discussions this evening. 

Charles J. Tobin, of New York : I should like to take excep- 
tion to the statement made in the first part of that report. I think 
it is unfair to say that only publicly owned property should be 
exempt. I am satisfied in my own mind that with what the states 
have done in their respective constitutions, which have also been 
embodied in the statute law of practically every state in the Union, 
certain quasi-public corporations should be allowed to have their 
particular property exempt; and I think myself that the first part 
of that report is entirely too drastic, and that there should be some 
suggestion of a limitation as to the quasi-public corporations. 

Chairman Maxwell: Of course the report speaks the opinion 
of the committee that presented it. 

J. A. Scott, of Minnesota : I should like to ask a question. In 
making the recommendation that no further exemptions be granted 
on household goods, has your committee taken into consideration 
the impossibility of properly taxing that class of property, and the 
cost entailed in so doing? It has been the general impression in 
states that that was the stumbling block in the way of making an 
exception. I have had a good many years' experience. It is im- 
possible to assess that class of property, and if it were, the cost is 
so great that I don't think any good business organization would 
attempt to gain any part of its revenue from such a source as that. 

Mr. Plehn : I think the report is pretty clear on that point. 
It says: "When carefully restricted, the exemptions are sound, 
but the door can easily be opened too wide." 

Mr. Scott: It was beyond the scope of the committee to pre- 
sent that in the report. 

Chairman Maxwell: This matter of tax exemption is a very 
interesting subject, and one that might very well be made the sub- 
ject of round-table discussion at a later period in the conference, 
but if we are to complete our program for this evening, it will be 
necessary to move away from that subject at this time. We will 
now hear from Douglas Sutherland on "Taxation in a Constitu- 
tional Convention." Mr. Sutherland — 

Douglas Sutherland, of Illinois: Mr. Chairman, ladies and 
gentlemen, I am somewhat at a disadvantage. The Constitutional 
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Convention in Illinois, which is meeting for the firk time in fifty 
years, is still in existence, and will reconvene after a summer 
recess, the twenty-first of this month. Therefore I cannot speak 
as an historian of accomplished fact, and even with the encourage- 
ment of Governor Bamberger in his opening address, and in this 
favored locality, I wholly decline to indulge the gift of prophecy 
as regards the probable outcome of any legislative body. I have 
seen too many of them in action. The best that I can do is to try 
to give you briefly an impression and to set before you, probably in 
a muddled way, the muddle that our Revenue Committee had been 
trying to work through during the many months tRe convention 
was in session, up to the seventh day of July last. 

Under our constitution Illinois labors under the general property 
tax. For many years there have been efforts to get away from the 
wholesale application of that tax, probably because we have so 
much cash and elusive credits in Illinois, which Mr. Bailey admits, 
even under his efiicient administration, are very difficult to locate. 
The efforts have been growing stronger and stronger imtil in 1915 
the General Assembly submitted an amendment permitting the 
classification of personal property, giving the General Assembly 
complete power over the taxation of that property, subject to rules 
of uniformity as to class. That amendment was voted upon in 
1916. There were two principal lines of opposition. The predom- 
inant line was that of several representatives of railroads in Illi- 
nois. They seemed to fear that if that amendment went into the 
constitution, railroad personal property might be likely to be singled 
out and made a target for specially excessive taxation. There was 
no such intention in the minds of those who wanted the amend- 
ment. We simply wanted some equity in the general taxation in 
the various classes of modern forms of wealth, and I think no one 
would have been more eager than the proponents of the amend- 
ment to go to the defense of a valuable institution such as the 
railroads, and we felt that these views were rather groundless. 

Nevertheless these gentlemen indulged in a very extensive oppo- 
sition in 1916 to the then pending amendment and have opposed 
the theory of classification in Illinois ever since. Oddly enough, 
while they were trying to tell the farmers that this spelled single 
tax for them, the militant single taxers were opposing that very 
amendment, and partly through that combination of opposition the 
amendment failed. We require a majority of all the votes cast at 
the election, and the amendment came within a few thousand 
votes of that requirement. 

The failure of that amendment led, I think, directly to the call- 
ing of a constitutional convention, which question was voted on 
favorably in 1918. The question of a convention had been brew- 
ing for a long time, but the conservative element got behind it 
when the tax amendment failed, and that was the element that 
was necessary to put it through. 
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Like other constitutional conventions which have met in the last 
few months, the Illinois convention met under a cloud of recent 
disturbing events and abnormal conditions due to the war. It has 
been difficult for us to tell in many things whether the light upon 
our path was from the lamp of broad and long experience, or the 
flare from some bomb through the war clouds. 

I can say, however, that at the opening of the convention the 
view of the delegates as to the question of taxation was not tinged 
with that reflected light. The feeling was pretty clear that the 
principal reason for the calling of the convention was to do some- 
thing with the miserable revenue system in Illinois to which Mr. 
Hicks, one of our leading state Representatives, referred to the 
other day. This was, I think, largely due to the fact that a sub- 
committee, of which Mr. Hicks was chairman, prepared some data 
in the last two sessions of the legislature, showing discrepancies in 
taxation, which indicated very clearly that we had to do one of 
two things, either transplant one William Bailey by the roots from 
his native state of Utah, much to the detriment of that state, and 
its grateful visitors, or else change our constitution. Being unable 
to kidnap Mr. Bailey, we have set about changing our constitution. 

The consensus of opinion at the opening of the convention was 
that the General Assembly should be given particular powers to 
meet such problems of taxation as were present now and such as 
might arise later. The observation of most of the delegates, who 
had given the matter any thought at all, was that the question of 
taxation was at best largely experimental; that we knew of no 
ideal or perfect system of taxation, and that therefore the safest 
thing to do in building for the future was to give broad powers 
and trust a General Assembly. And then things began to happen. 
We heard from any organization or any individual practically who 
asked to appear before the convention, got their views, and among 
others who appeared on matters of taxation was our state teachers* 
association and the Chicago Teachers' Federation, and they pro- 
ceeded to tell us how hard up they were, which we knew, and how 
bad the revenue system was, which we knew, and then they said 
they wanted the General Assembly to have certain broad powers, 
namely, to classify property for purposes of taxation, so that there 
might be imposed an unearned increment tax — in other words, so 
the single-tax program might be put in effect. 

Also, they wanted to have it given power to enact highly grad- 
uated and progressive income taxes; incidentally also inheritance 
taxes of the same variety. This came at just about the time when 
business men and their lawyers were occupied in making up their 
income tax schedules for 1919 and getting in their returns; and 
over night, sentiment shifted and changed, and the farmers who 
had appeared before our committee, through some of their organ- 
izations, urging that the General Assembly be given broad powers. 
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both as to classification and as to income tax, began to shift on 
classification, and they thought there might be something after all 
in what the railroads had been telling them about it being the 
open door to the single tax. Then some of the business men in the 
convention began to think they had better put a few strings on the 
income tax, and for a while it looked as though we should get 
nothing at all. 

There was opposition voiced to any income tax, or, at least, to 
anything except a flat rate income tax; and that was the situation 
with which the Illinois convention's revenue committee had to 
contend. 

If we had our troubles, however, it is only fair to say that we 
had good help, and very much of it came through the National Tax 
Association. President Haugen, the dean of our neighboring tax 
commission in Wisconsin, very kindly came down and addressed 
our committee ; set us right on a good many points ; gave us timely 
warning on certain questions, and, I think, tended to dispel a lot 
of gloom and doubt that had been created. 

We also had helpful correspondence from the able and hard- 
working secretary of this organization, Mr. Holcomb; from Pro- 
fessor Adams, Professor Bullock, Professor Seligman, and Pro- 
fessor Lutz ; and if we haven't done well it is not the fault of these 
gentlemen, but of the conditions with which we had to contend. 
Out of that mess the committee finally evolved a report which a 
majority of ten out of fifteen members signed, and for which they 
are prepared to fight on the floor of the convention when we re- 
convene. The majority held to the view that the General Assem- 
bly must be given as broad powers as possible. They recognized 
that the opposition that had been stirred up, meant making some 
concessions, diverging somewhat from their ideal. 

As you will see, when I read the report, it is possibly more 
limited than it ought to be from an ideal standpoint, but yet it 
marks, in my judgment, a very distinct advance over our present 
constitutional provision. The committee was very strongly set for 
accomplishing one purpose, namely, the distributing of the burden 
of taxation as widely as possible among the citizens of the state. 

We believe that is essential not only from the point of view of 
revenue but also from the point of view of citizenship; because 
the burden of taxation is growing heavier and heavier, the de- 
mands for public expenditure are growing more and more; and 
unless people have it brought home to them, by carrying each his 
proportion of that burden, that every time they encourage public 
expenditure or a public extravagance they are going to have to 
pay the bill, democracy is going to be in very great danger. For 
that reason we cut the exemptions as low as we possibly could, so 
far as the income tax was concerned. Our exemptions are all very 
considerably limited, as to the property tax, and those we are leav- 
ing virtually unchanged. 
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As the hour is growing late, I shall simply read to you sections 
1 and 2 of the revenue article as approved by the majority of the 
committee on revenue, taxation and finance, dealing with the levy 
and collection of taxes. The rest of the article we left substan- 
tially as it stood before. 

Majority Report of the Committee on Taxation, Illinois 
Constitutional Convention — 1920 

A Proposal for a Revenue Article for the Constitution of ig20 

Article — 

Section 1. The power of taxation shall never be surrendered, 
suspended, or contracted away. The General Assembly shall pro- 
vide for the levy of taxes upon property, by valuation, so that 
every person and corporation shall pay a tax in proportion to the 
value of his, her or its property; such value to be ascertained by 
some person or persons to be elected or appointed in such manner 
as the General Assembly shall direct, and not otherwise; but the 
General Assembly shall have power to tax money, notes, stocks, 
securities, royalties, bonds, credits, participations in profits or prop- 
erty, and evidences of indebtedness, or any one or more of such 
classes of property, at such rates and in such manner uniform as 
to each class as may be provided by general law. Taxes may be 
levied also on incomes, and income not derived from property 
may be taxed at a lower rate than income derived from property; 
and in either case, if the income tax be graduated and progres- 
sive, the highest rate shall not exceed six times the lowest rate; 
and not exceeding $500 to a person not the head of a family whose 
total net income is less than $1,000 and not exceeding $1,000 to the 
head of a family whose total net income is less than $2,000 may 
be exempted from income tax. Taxes levied by valuation upon 
property and paid shall be deducted from the tax on income derived 
therefrom for the same year. The General Assembly may provide 
that such income tax may be substituted for the tax which other- 
wise would be levied upon any property by valuation. Taxes may 
also be levied on privileges, franchises, and occupations, uniform 
as to class. 

Sec. 2. The income tax herein authorized shall be levied and 
collected by some State authority; all income taxes collected from 
within each county shall be apportioned and divided between the 
State and the local taxing authorities within* and including each 
such county in the same ratio and proportion as the taxes levied 
upon real estate by valuation for the same year shall be apportioned 
and divided between the State and the local taxing authorities 
within and including each such county. 

I may say that, including a representative of organized labor. 
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who was on the committee, there was a general sentiment for no 
exemptions at all, and that really the only reason for putting ex- 
emptions in was that it costs more than it is worth to attempt to 
collect taxes upon the very small incomes; but you will observe 
•that we provided that anyone with a substantial income, practically 
able to pay an income tax, gets no exemption at all. 

Also there was a good deal of discussion as to how we should 
take care of the exemption of a little household furniture. There 
is no provision for that now in our constitution. It is not now 
possible, and it was felt that for practical reasons something of 
that kind should be permitted, so we provided that if there is an 
income tax, the income tax may be in lieu of the tax by valuation 
upon such property as the General Assembly may prescribe, and 
that will take care of the household furniture and workingman's 
tools and farm machinery and that sort of property. 

I will also read, without comment, the two minority reports that 
have been submitted. 

Minority Report of the Committee on Taxation, Illinois 
Constitutional Convention — 1920 

A Proposal for a Revenue Article for the Constitution of ig20 

Resolved, That the following shall become a part of the Consti- 
tution of Illinois : 

Section 1. The General Assembly shall provide for the levy 
of taxes upon all property by valuation so that every person and 
corporation shall pay a tax in proportion to the value of his, her or 
its property;. Such value shall be ascertained by some person or 
persons to be elected or appointed in such manner as the General 
Assembly shall direct and not otherwise, but the General Assembly 
shall have power to levy taxes upon franchises, privileges and 
occupations uniform as to the class upon which they operate. 

The General Assembly shall provide that concurrently with the 
levy of taxes by valuation as aforesaid a tax shall be levied upon 
all incomes from whatsoever source derived. Such income tax 
shall be levied at an uniform rate, except that a lower rate may be 
imposed upon incomes derived otherwise than from property, than 
upon incomes derived from property. 

Taxes levied on property by valuation and paid shall be de- 
ducted from the income tax derived from such property for the 
same year. Exemption of taxation of net incomes derived from 
any source in an amount not exceeding $500 to a person not the 
head of a family whose total net income is less than $1,000, and 
not exceeding $1,000 to the head of a family whose total net income 
is less than $2,000, may be exempted from taxation. 
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' Minority Report of the Committee on Taxation, Illinois 

Constitutional Convention — 1920 

The General Assembly shall have power to levy taxes by valua- 
tion on all property in this state, uniform as to persons and prop- 
erty without discrimination. 

The General Assembly shall have power to levy taxes without 
discrimination as to persons or property according to valuation on 
all real estate and tangible personal property; and in lieu of all 
other taxes on intangible personal property, the General Assembly 
shall have power (and in case no other taxes are levied on intan- 
gible property, the General Assembly shall) levy an income tax, at 
a rate to be determined by the General Assembly, on all incomes, 
including those arising out of property upon which the income-tax 
payer shall be required to pay advalorem taxes. 

In the event that the General Assembly, by virtue of the fore- 
going provision, levy an income tax in accordance therewith the 
General Assembly shall provide that taxpayer paying advalorem 
taxes, shall return his entire income, including income arising out 
of property subject to advalorem taxes, and that such taxpayer may 
deduct the amount of advalorem taxes he is required to pay from 
that part of his income taxes computed on income arising out of 
property, upon which he is required to pay advalorem taxes. 

In the construction of the provision allowing advalorem taxes to 
be deducted from income taxes arising out of property upon which 
advalorem taxes are required to be paid, in all cases where it is 
possible to determine whether the income arises out of such prop- 
erty, or is attributable to the personal endeavors of the taxpayer, 
and in all cases where the income arises out of both endeavor and 
such property, the deduction shall be allowed. 

The General Assembly shall also have power to impose taxes 
.upon franchises, privileges and occupations by general law, uni- 
form as to the class upon which it operates. 

Not exceeding $500 to a person not the head of a family whose 
total net income is less than $1,000 and not exceeding $1,000 to the 
head of a family whose total net income is less than $2,000, may be 
exempted from income tax. 

The income tax levied may be graduated, but the rates provided 
for by the General Assembly must be graduated only according to 
amounts of income and the difference in rate shall not be greater 
than six to one. 

The income tax shall be a substantial tax and shall approximate 
the advalorem burden. 

Mr. Chairman, ladies and gentlemen, I thank you. 

George G. Tunell, of Illinois : I know it is getting late, but 
if I may I should like to have the opportunity of saying a few 
words. 
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I was one of the men who appeared at Springfield before the 
Revenue Committee on the invitation of the chairman. I opposed 
a classification of property, or rather the granting of authority in 
the constitution to the legislature to make a general classification 
of property. 

It is contended that " moneys and credits " should have special 
treatment, which means a lower rate, because the income from 
such forms of property is less than the income from property in 
general. That is the moral basis, if there is any, underl3dng classi- 
fication. I have never seen an)rthing of a comprehensive nature 
justifying the claim, or supporting the claim that the income from 
these forms of property averages less than the income from prop- 
erty in general 

Chairman Maxwell: We have one other discussion this eve- 
ning on the subject of taxation In a constitutional convention, by 
Hon. Joseph S. Matthews, Assistant Attorney General of New 
Hampshire. We will now hear from Mr. Matthews. 

Joseph S. Matthews, of New Hampshire: Mr. Chairman, I 
have taken for my subject "The Constitutional Limitations in New 
Hampshire." When, a short time ago, I was informed that I was 
to be the one from New Hampshire to present this paper, I asked 
just what was desired that I should cover, and the answer was that 
it was desirable to tell what we did in New Hampshire during the 
constitutional convention and why we did it. 

It would not take me long to tell you what we did with refer- 
ence to taxation, but the reasons why we did it cover in a general 
way the history of the state and the judicial decisions with regard 
to our constitution for a great many years. 

I have tried to cover this in a short form in my paper, and the 
hour is so late that I shall endeavor to cut that considerably; but 
I think it may be of interest to you to know what our situation is 
in New Hampshire. It is somewhat unique. I hardly think any 
ofher state is in quite the same situation in which we have found 
ourselves, with regard to constitutional limitations. 



CONSTITUTIONAL LIMITATIONS UPON TAXATION IN 

NEW HAMPSHIRE 

JOSEPH S. MATTHEWS 
Assistant Attorney General of New Hampshire 

The provisions of the New Hampshire constitution relating to 
taxation prior to 1903 were as follows : 

Part Second, Article 5: "... . full power and authority are 
hereby given and granted to the . . . general court ... to im- 
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pose and levy proportional and reasonable assessments, rates, and 
taxes upon all the inhabitants of, and residents within, the said 
state, and upon all estates within the same." 

Part Second, Article 6: "And, while the public charges of the 
government or any part thereof shall be assessed on polls and 
estates in the manner that has heretofore been practiced in order 
that such assessments may be made with equality, there shall be a 
valuation of the estates within the state taken anew once in every 
five years, at least, and as much oftener as the general court shall 
order." 

In answer to a question submitted by the legislature in 1827 the 
justices of the superior court construed these provisions of the 
constitution as follows : 

" The constitution, having in express terms, given the power to 
impose and levy proportional and- reasonable taxes, it is wholly in- 
admissible to deduce from any more general terms, used in other 
parts of the instrument, the power to impose and levy any other 
than proportional and reasonable taxes. Because, if the clause on 
the subject of taxation, be not construed to explain and limit the 
more general terms used, it will be altogether idle. The constitu- 
tional right of the legislature, to impose taxes, cannot then, by any 
sound rule of construction, be held to extend farther than to im- 
pose proportional and reasonable taxes. What, then, are to be 
considered as proportional and reasonable taxes? On this ques- 
tion, the next clause in the constitution deserves attention. * And 
while the public charges of government, or any part thereof, shall 
be assessed on polls and estates in the manner that has been here- 
tofore practiced, in order that such assessments may be made witii 
equality, there shall be a valuation of the estate, within the state, 
taken anew once in every five years,' etc. The equality here in- 
tended is, that the same tax shall be laid, upon the same amount 
of property, in every part of the state, so that each man's taxable 
property shall bear its due portion of the tax according to its 
value, and a tax thus laid upon the taxable estate of the people is 
a proportional tax within the meaning of the constitution." 

This interpretation of the character of the taxes authorized by 
the constitution, and the accompanying declaration that the con- 
stitution permitted no other form of taxation was steadfastly ad- 
hered to by our courts until the constitution was amended in 1903. 
For example, in 1878 an act was passed imposing a tax of 2 per 
cent upon the gross receipts of express companies. This act was 
held to be unconstitutional for the same reasons expressed by the 
court in 1827. In this case the court, referring to the limitation 
placed by the constitution upon the power of the legislature to levy 
taxes, said: 

" It was confined to persons and estates. No other subjects or 
species of property were recognized as taxable. . . . The pro- 
visions of our constitution on this subject will be found, on exam- 
17 
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ination, identical with those of the Massachusetts constitution, from 
which they were copied. ... In their constitution there is a pro- 
vision authorizing *the general court to impose and levy reason- 
able duties and expises upon any produce, goods, wares, merchan- 
dise, and commodities whatsoever, brought into, produced, manu- 
factured, or being within the same/ Mass. Con., art. 4. The fact 
that our constitution was copied from that of Massachusetts, and 
that the foregoing provision of that constitution was omitted from 
. ours, is significant since it must have been intentional. . . . These 
facts warrant the inference that the convention which framed and 
the people who ratified it did not intend to confer upon the legis- 
lature the power to raise revenue in any other way than by an 

equal and just assessment upon persons and estates It may 

have been thought that direct taxation upon persons and estates 
would be more likely to encourage economy and frugality in the 
administration of the government, . . . but whatever was the reason 
for the omission, it could not have been accidental." 

Another act, passed in 1878 imposing a tax upon legacies and 
successions, was also held unconstitutional for the same reasons 
assigned in the express company case. 

In other words, the New Hampshire legislature, prior to 1903 
was unable to raise revenue by excise taxes or any other form of 
indirect taxation, and the requirement of the constitution that all 
taxes should be proportional was construed to mean not only that 
they should be proportional between taxpayers but also between the 
different classes of property. 

The constitutional convention of 1903 amended article 6 to read 
as follows : 

" Section 6. The public charges of government or any part 
thereof may be raised by taxation upon polls, estates, and other 
classes of property, including franchises and property when pass- 
ing by will or inheritance. . . ." 

In 1905 another act was passed imposing a tax upon collateral 
legacies and successions. This law was promptly attacked on the 
ground that, since the clause of the constitution limiting taxes to 
proportional rates and assessments had not been stricken out, and 
since it was impossible to levy an inheritance tax in accordance 
with that requirement, the amendment was ineffectual and had 
failed to accomplish its purpose. 

The court sustained the law and held that the impossibility of 
assessing an inheritance tax in proportion, permitted such a tax 
to be otherwise laid, but in so doing they declared their continued 
adherence to the rule laid down in the earlier decisions, except in 
so far as they were compelled to modify it in order to give effect 
to the amendment, and said that all taxes that could be made pro- 
portional must be so assessed. With the lapse of time, however, 
conditions had changed in New Hampshire and the same difficult 
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ties were experienced as in other states in adapting the general 
property tax to modem conditions. To relieve the situation efforts 
were made to secure from the court a relaxation of the rigid rule 
to which it had so long adhered. 

In 1911 an act was introduced in the legislature providing for a 
five mill tax upon stock in public funds, stock in corporations and 
money on hand or at interest. With this act pending the question 
of its constitutionality was submitted to the court, but it was held 
to be unconstitutional, the court declaring that the meaning of the 
constitution had been established by legislative and judicial prece- 
dents for more than eighty years and that it had been the universal 
understanding that all property must be assessed upon the same 
percentage of its value. 

At the same session an act providing for an inheritance tax, 
with graduated and progressive rates, was, while pending, sub- 
mitted to the court, who declined to express an opinion on the 
ground that the question might involve private rights. 

It thus became apparent that no relief was obtainable by means 
of judicial decisions. We must find some other .way to break the 
bonds which confined us to a system of taxation adopted more 
than 120 years ago, which although admirably adapted to the needs 
of that time, was altogether inadequate to meet the demands of 
modern conditions. The constitutional amendment of 1903 had 
opened up the field of indirect taxation to some extent, but not 
fully, while direct taxation was still confined within the narrow 
limits of the ancient rule. The only recourse was to further 
amend the constitution. The question of such an amendment, then, 
became and has ever since remained an issue in the state, has been 
fought out in two constitutional conventions, and is now for the 
second time awaiting the verdict of the people. 

At the constitutional convention held in 1912, numerous proposi- 
tions were advanced, including amendments which would permit 
the classification of wood and timber, and intangibles, an income 
tax and a graduated inheritance tax. These were discussed at 
great length by many members of the convention and resolutions 
in substance as follows were finally adopted : 

That the constitution be amended so as to permit the gen- 
eral court, 

1. To specially assess, rate and tax growing wood and tim- 
ber, and money at interest, to impose a graduated tax upon 
income from certain sources and to grant reasonable exemp- 
tions ; 

2. To impose a graduated tax upon property passing by will 
or inheritance or in contemplation of death. 

When these resolutions were submitted to the people for ratifica- 
tion an unexpected situation arose. Certain sections of the state 
are given up almost wholly to forest lands. In these sections are 
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many large tracts of timber owned by foreign corporations. The 
people living in the rural districts conceived the idea that the pro- 
posed classification of wood and timber for purposes of taxation 
would favor the foreign corporations and thereby impose an addi- 
tinal burden upon the farms and other property. This resulted in 
a vigorous opposition to the proposition which was sufficient to 
defeat it, and along with it the proposed amendments relating to 
the taxation of intangibles and incomes, since all three propositions 
were combined in one question when submitted to the people. 

The inheritance tax amendment was favored by a considerable 
majority but failed by a narrow margin to receive the necessary 
two-thirds vote. 

The recommendations of the convention, agreed upon after 
many days of discussion, being thus rejected by the people came 
to naught, and the legislature was obliged to continue its attempt 
to fit new wine to an old bottle. 

But the issue survived and another constitutional convention 
was called, mainly for the purpose of considering again the same 
questions relating to taxation. This convention met in June, 1918, 
was adjourned during the war with Germany, and completed its 
work in the present year. The members of this convention were 
ready to do something to relieve the situation but there was some 
difference of opinion as to how the end desired could best be at- 
tained and several propositions were advanced. One of these pro- 
posed that power be given to the general court to classify growing 
wood and timber and to impose an income tax upon money at in- 
terest ; another that the word " proportional " be eliminated from 
the constitution and still another favored the removal of all con- 
stitutional restrictions. But the same objection to the classification 
of property which defeated the resolutions of the convention of 
1912 again appeared, this time among the members of the conven- 
tion. This was directed mainly at the classification of growing 
wood and timber, and it was evident that there were many mem- 
bers who were not convinced that intangibles could be assessed at 
a low rate without imposing an undue burden upon the owners of 
real estate and other property. Those who favored the principle 
of classification could not safely overlook the result in 1912, or 
forget that their plan, although generally approved by the best 
students of taxation, could not be carried out without the votes of 
the people, who were more interested in local conditions than in 
general principles of taxation and who appeared to be against it 

On the other hand, the proposition to authorize the levy of an 
income tax appeared to meet with general approval and in this 
situation the classification plan was of necessity abandoned and a 
resolution providing for an income tax which may be classified, 
graduated and progressive, and with reasonable exemptions, was 
adopted. 
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The convention also adopted a similar resolution relating to in- 
heritance taxes. These resolutions are to be submitted to the 
people for ratification at the coming November election. 

If these resolutions are adopted an approximate equivalent of a 
three or four mill tax upon intangibles may be laid in New Hamp- 
shire by the simple process of excluding intangibles from the gen- 
eral property tax and imposing a tax upon the income. 

All that will be required in order to produce such a result will 
be to adjust the rate. This will not, I think, conflict with the con- 
stitutional provisions above referred to, for while our courts have 
insisted that all property subjected to the general property tax 
must be taxed at the same rate, it is not required that all classes of 
property shall be taxed. The general property tax in New Hamp- 
shire applies only to the classes of property eniunerated in the 
statute. The legislature may in its discretion omit altogether any 
class of property, but all classes included must be taxed at the 
same rate. 

The same rule will, of course, apply to the income tax, and it is 
i anticipated that if the amendment carries, the legislature may, if 

it sees fit, drop intangibles from the general property roll, and 
levy an income tax either upon intangibles alone, or may include 
in the income tax such other classes of income as may seem de- 
sirable. 

George G. Tunell, of Illinois: I am very greatly interested 
in this question of the income produced by these intangibles that it 
is sought to classify, to give a low rate to, as compared with the 
income from property in general, and I should like to ask if anyone 
in this conference knows of studies that have been made along 
that line. 

Chairman Maxwell: If the gentleman will read the reports 
of the annual conferences of the Association, I think he will find 
that that has been the subject of discussion. 

Mr. Tunell : It has been a subject of discussion, but what light 
has there been thrown upon this question I have raised? I have 
read the reports of the conferences and I cannot find any light. 

Mr. Matthews : Mr. Chairman, if it is not too late I will state 
why we wanted to classify intangibles in New Hampshire". Our 
tax rates are 2J^ to 3% per cent under the general property tax. 
Intangibles, many of them, only pay 4 per cent, taking the entire 
income of the owner with the exception of one-half of 1 per cent, 
unless he conceals his bonds. If the rate is 5 per cent, he is a 
little better off.. If the rate is 3 per cent, sometimes he would pay 
more tax than the total amount of the income. That is why it 
seems to us in New Hampshire that there should be some different 
method of taxing intangibles and that class of property. 
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Now, we don't get much tax on that class of property. Take it 
from the standpoint of the state, leaving aside now for the moment 
the question of equity as between the taxpayers, take the position 
of the state; we get no tax from intangibles because nobody in 
New Hampshire can afford to own them, if they are honest and 
willing to disclose them. The result is there are no intangibles — 
or the amount is very small — that go on the tax rolls. 

Our idea there is the same as that which has been expressed here 
by Professor Bullock and others, that if a rate were placed upon 
intangibles, a living rate, that our people could then invest in in- 
tangibles rather than be compelled either to cover them up, which 
isn't a desirable situation, or to invest their money in less desirable 
securities. 

Mr. Tunell : May I say another word : Isn't the high rate that 
is imposed due to the fact that there is under-assessment all along 
the line ? Now, in this matter of under-assessment or under- valua- 
tion, the owners of the intangibles have proven that they are not 
any more conscientious certainly than the owners of the tangible 
property. Now, this subject of the return can be reversed. Three 
mills is a favorite rate suggested for intangibles. A rate of three 
mills on intangibles is the equivalent — on an intangible bearing 6 
per cent— of a rate of 1 per cent on property returning 18 per cent. 
Now, I don't think there is any large mass of property returning 
18 per cent, but there is a large mass of property paying only 1 
per cent, and a great deal more. 

Chairman Maxwell: If there is no further discussion of this 
question at this time, that completes our program — 

Meyer D. Rothschild, of New York: When we adjourned a 
little after noon to go to Bingham, we had only a very short time 
for a discussion pi the sales tax proposition, and our then Chair- 
man, Mr. Holmes, I believe, stated that if it were possible a little 
time would be devoted to that tonight. It is very late and it is 
quite desirable that some little time, if only fifteen or twenty min- 
utes be given to the various gentlemen who have come out here to 
talk on these taxes, and if it is possible, we could go on tonight, if 
it is not objectionable. 

Chairman Maxwell: I wish to thank the President for the 
honor of presiding this evening, and I will ask Mr. Holmes to take 
the chair again. 

Chairman Holmes : Mr. Rothschild has the floor. 

Mr. Rothschild : I shall only speak for a very few minutes. I 
only want to speak on a few points. One point is a misapprehen- 
sion of the plan which the Business Men's National Tax Com- 



DISCUSSION OF FEDERAL TAXES 263 

mittee submitted as to the taxation of personal service, such as 
rendered by brokers, bankers and others. The point was raised 
this morning that a tax of one per cent on the sale of stocks or 
bonds, or the receipt of interest, would absolutely make it impos- 
sible for a broker who is getting only one-eighth of one per cent 
to pay such a tax, and remain in business. 

Now, that has never been our plan. Our plan, as it has been 
distinctly stated, has been to tax the broker not one per cent on 
the sale but one per cent on the commission or money which he 
receives for the sale. That is one per cent of the one-eighth per 
cent which he receives. In other words, the broker and the banker 
and the architect and others, who sell personal service, are now 
paying some kind of a tax, possibly in the form of an income tax, 
a graduated income tax on their business transactions. They would 
have to continue under any form of taxation to pay a tax. Now 
I believe that in lieu of the kind of tax they are paying now, if 
this sales tax were uniformly applied to those gentlemen also, they 
would be more than willing to pay the one per cent turnover tax 
•on their gross receipts, and their gross receipts there would not be 
the price they received for the stocks or bonds, but the commissions 
which they earned. I want to set that right. 

There is one other very important point raised which I should 
like to explain, and that is the possibility that in case of a large 
organization, performing many operations — let us say, some great 
trust, performing practically all the operations, and selling direct 
to the constmier — ^there may be a disadvantage for the middleman 
who has to buy some of his material, upon which this pyramided 
tax is paid, and being at such a disadvantage, he would be grad- 
ually crowded out of business by the more powerful organization 
which makes these many turns. I shall first address myself to that 
particular argtmient in view of the present kind of taxes which the 
great organization and the middleman are both paying. The 
great organization is paying an excess profits tax, first a normal 
tax, then an excess profits tax, a capital stock tax, and if it happens 
to be dealing in some of the articles that come under title nine, an 
excise tax as well. 

I think we have proven beyond dispute that all these accumulated 
heavy taxes must go into the price of the goods that are sold. 
Therefore this great corporation or trust, in selling these goods to 
the consumer — directly to the consumer — adds these excess profits 
and all these other taxes to the burden of the consumer in the 
shape of increased cost. What does the middleman do? He has 
to buy from the trust, and buying from the trust, all these excess 
profits are passed on to him. There he stands with the goods 
loaded with these excess and other taxes of the big corporation. 
Or possibly he may have bought them from several like corpora- 
tions. 
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Now, when he in turn sells to the retail distributor, he not only 
passes on the taxes which he has paid in the price of the goods 
purchased from this trust or corporation, but he must necessarily- 
pass on his own normal taxes, excess profits tax, capital stock 
taxes, and possibly excise taxes, so the conditions as they exist 
today are that this middleman is at a tremendous disadvantage as 
against this trust or corporation, because the difference isn't the 
difference of 1 per cent, which we advocate under our plan, but it 
may be 10 or 15 per cent. 

So, from the point of view of actual conditions as they exist 
today, and as against conditions as they would exist if there were 
a small turnover tax, that argument — ^the argument that the middle- 
man would be crowded out, or would be at a disadvantage, especi- 
ally where profits are small — is absolutely worthless. He is under 
a disadvantage today — the middleman always is under some disad- 
vantage, or presumably so — but he would be under a much less dis- 
advantage under our proposed plan. 

Just one last word as to the middleman. There is a great deal 
of sympathty wasted on the middleman. There have been efforts 
made from time immemorial to crowd out the middleman, to say 
he has no place in commerce. The fact that he still is here, that he 
exists, that he prospers, indicates that there is a place in commerce 
for him. 

Theoretically it may be a very wise thing to say that such a 
handicap as a 1 per cent tax or a 1 J^ per cent tax, to make it very 
extreme, between the man who can sell that much cheaper and the 
man who must sell that much higher, is going to interfere with 
and drive him out of business. We know, as a matter of fact as 
practical business men, that the cost differences between three or 
four men in the same line, either among manufacturers or middle- 
men, is often 5 or 10 per cent, depending on the brains of the 
management of a business organization. The middleman has, a 
useful place in commerce. He has established his place and he 
holds it, and there is no fear that such a tax as we propose will in 
any way disturb his place in industry. 

I simply wanted to make this point clear, because that is one of 
the stock arguments of the gentlemen who are very much worried 
lest Congress should give careful consideration to the question of 
a general gross sales or turnover tax. There is nothing in the 
argument; at best it is pure guess-work, and analyzed, it comes to 
the proposition that the middleman is under some disadvantage to- 
day as compared to the manufacturer; but he will be under very 
much less disadvantage under such a tax as we propose. 

Mr. Maxwell : I should like to ask the gentleman if his propo- 
sition is to substitute the general sales tax for the personal in- 
come tax? 
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Mr. Rothschild: No, sir; we wish to retain the personal in- 
come tax, but this gross sales or turnover tax of 1 per cent is to 
be substituted for all other business taxes. 

John E. Walker, of Washington, D. C. : Mr. Chairman and 
gentlemen: In the endeavor to close my statement this morning 
within the five-minute period I fear that possibly I did not state 
as fully as I should have done the views of Dr. Adams with rela- 
tion to the sales tax. Of course we all realize that when it is 
necessary to raise as large a sum of money as four billion or four 
and a half billion dollars by internal revenue taxation, it is im- 
possible to get any one method that is entirely satisfactory, and a 
method in which all complexities can be avoided. 

Dr. Adams' view of a very good policy to be considered is to 
endeavor to place a tax on the individual and the member of the 
partnership and the corporation that will be substantially equal. 
In eliminating the excess profits tax, it is his view that a tax on 
undistributed profits should be substituted upon corporations, to 
equalize as near as possible the corporation profits with the sur- 
taxes upon individuals, and that the remainder of the revenue 
necessary be secured through excise taxes, and special taxes, pref- 
erably upon sources that will yield a substantial amount of rev- 
enue, avoiding taxes upon articles of absolute necessity; taxes 
upon sources that will make possible the collection of the revenue 
from the business or industry or point of distribution, that is most 
centralized. When it comes to considering the gross sales tax you 
are immediately faced with the condition of the sale of stock and 
bonds, for instance, in which the margin of commission is usually 
somewhere around one-eighth of one per cent. A tax of one per 
cent upon selling price would seem to be absolutely impossible in 
isuch a case. You immediately are forced in that instance, to find 
some other way of taxing stock and bond transactions. You are 
next faced with the proposition that to date. Congress has always 
showed a desire to avoid a direct tax upon absolute necessities. 
It is Dr. Adams* opinion that again we shall have to make further 
exemptions of absolute necessities. You immediately find yourself, 
then, in the position of having to select special articles, and in 
doing that the endeavor should be to select the articles that will 
jrield a substantial amount of revenue and which can be most easily 
collected. His entire suggestion works out in this way : a tax that 
will distribute the burden as equally as possible, between corpora- 
tion, individual, and partnership, by eliminating the excess profits 
tax, placing a tax upon undistributed profits, and reducing the sur- 
taxes to such a rate as it is advisable, because there is a general 
feeling, now that the surtax rates are so high that they are driving 
capital from industrial investment into tax-exempt securities. He 
would make up the necessary revenue by selected special articles 
that are not articles of absolute necessity. I thank you. 
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O. C. LocKHART, OF New York : I think dissent should be regis- 
tered to the assumption that all taxes are necessarily shifted to the 
consumer. Profits are fundamentally the result of prices and not 
the cause of prices. They are not a part of the cost of production 
in the sense that a profit above a normal profit is. Differential 
profits, which constitute the greater part — the higher profits, that 
the better or more competent or better organized, or better located 
businesses are able to retain — are the result, not the cause of 
prices. The business man will naturally and properly seek to ob- 
tain the highest possible price for his product, and he will do that 
whether or not there are taxes. I think it is extremely difficult — 
my own judgment is, it is impossible — ^to determine with any degree 
of precision to what extent the excess profits tax has been shifted; 
but I am clear that it is certainly not all shifted, and I am of the 
opinion that a great part of it is not shifted, because it falls upon 
those differential profits rather than upon the normal profit. 

Hugh Satterlee, of New York : I don't know that I ought to 
say any more, but it does seem to me that mg-ybe there is some mis- 
understanding in connection with what Mr. Rothschild said on the 
tax on sales of stock of brokers and what Mr. Walker said on the 
same subject. Maybe there isn't, but there is this point which 
bothers me a great deal, and possibly Mr. Rothschild can help me 
out on it. The analysis I made for my own benefit of the different 
kinds of sales taxes, convinced me, in my own mind, aside from 
other objections, that there was no insuperable objection to the 
general turnover tax on sales of physical property, and other prop- 
erty, such as patents, good will, and so forth, or on the sales of the 
use of the same sort of property, the use of real estate, and the use 
of licenses and patents, mining leases and that sort of thing ; or to 
taxes on sales of services, including not only sales of service of 
others, but also your own service, or in other words, salaries or 
professional compensation. I should not like to see any exception 
of the sales of such services made in a general sales tax, because 
the 1 per cent in the case of sale of individual services would 
amount to a little more than 1 per cent of additional income tax. 
What does bother me, and I haven't been able to reach any satis- 
factory result in my mind, is the question of the sales of a good 
many of the different kinds of choses in action, meaning thereby 
sales of stocks, sales of bonds, notes and so forth. 

To start with, it seems to me that there is a distinct and proper 
differentiation that can and should be taken. If the corporation, 
for example, issues bonds, or an individual issues his note, that is 
simply a borrowing of money, and instead of making a profit on 
the transaction, as is the aim — a profit out of which tax can be 
paid — in such instance the individual who makes his note or the 
corporation which issues its bonds must pay back at least what it 
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got, so that there is no profit, and it seems to me that the issue of 
bonds or notes, or the making of notes — ^transactions of that char- 
acter — should be excepted from the sales tax, that those trans- 
actions are in no real sense sales. 

When we come to consider the issue of stocks by a corporation, 
I am a little on the fence there, but I am inclined to believe that it 
is not a proper sale, that although the corporation, when it issues 
stock, is commonly said to sell its stock, it is not a true sale, any 
more than when a partnership is formed it would be a proper thing 
to say that the partnership sells to its members interests in the 
partnership. That is a minor point. 

When we get to the question of sales of stock and corporate 
securities, or, for that matter, other kinds of securities — sales of 
acceptances and notes and so forth — between banks and by note 
brokers and so forth, I am tremendously bothered. Mr. Rothschild 
brought out that so far as the broker is concerned, the only sales 
tax he would pay would be on the compensation he receives from 
making the sale, that is, the compensation as coming to an agent 
from his principal, the man who actually sells the stock or the 
security — ^we can put the agent aside, because he is taken care of — 
is making the sale of stock for a definite stmi, and if you tax him 
anything like 1 per cent on the sale of stock or securities or future 
deliveries of produce, I cannot say but what you would put the 
whole stock exchange structure, the whole market structure out of 
business. I cannot see how the market could stand any such tax, 
and I don't know what to do about it. 

As Mr. Walker has said, it seems hard to reason out what are in 
a sense speculative sales, although they have a very desirable pur- 
pose in specializing industry, specializing the market, and should be 
taxed at a less rate than sales of articles of necessity. But the 
point certainly is not taken care of by simply saying that the 
broker is taxed on his commission. The principal, the man who 
sells the stock, the $100 share of stock for $1000, even though he 
buys and sells on margin, is making a true sale of that stock, and 
unless there is some very good reason to the contrary, ought to 
pay the tax on the total sales value of that stock, bond, or whatever 
the security is. 

Chairman Holmes: Does anybody present wish to discuss the 
sales tax or its possible difficulties further? The question of ad- 
ministrative problems has not been touched upon except very 
lightly. The question of the possibility of a sales tax from a 
political point of view may require discussion. 

Charles J. Bullock, of Massachusetts: In regard to the 
sales tax and other proposals that have been made here and have 
been discussed in the public press recently, I find myself still on 
th'e fence. I have not had time during the last year or two to give 
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much attention to the subject of federal taxation, although I have 
been interested in it, and have necessarily given attention to some 
parts of the discussion. As I have read what has been written 
and listened to the discussions at this conference, certain consid- 
erations have been borne in upon me, and I am going to offer them 
tentatively. 

In the first place, the dominating consideration is that we have 
got to raise for the use of the federal government a very large 
sum of money, four billions of dollars, perhaps more, and that this 
is on top of the very heavy levies of our states and municipalities 
for state and local purposes. Now, any one who will consider what 
the raising of four billions of dollars by the federal government 
means, if he has studied the operation of our revenue laws since 
1917, will, I think, agree that there isn't any way of getting so 
much money as we have got to raise that is going to be thoroughly 
satisfactory. I am of the opinion that we shall find ourselves 
obliged to fall back upon expedients that none of us like ; that we 
cannot raise the money without hurting somebody, and that when 
the whole thing is done, the best we can say for the measures 
adopted is that they are the least objectionable, the least undesir- 
able measures practicable for raising so much money. That has a 
bearing upon this discussion here and the discussion in the public 
press. Gentlemen have pointed out defects in the sales tax, or de- 
fects in this tax, that tax, and the other tax, and have apparently 
proceeded on the assumption that by punching holes in the other 
fellow's proposition, they are getting somewhere. They are not. 

There isn't one of these proposals that has been mentioned that 
you cannot punch holes in; and no one will be found that is free 
from objectionable features. For example, let us take the tax on 
tmdistributed corporation profits. I have not seen a word written 
in favor of the tax by any one who has realized that that tax has 
very serious economic objections. It is perfectly true that the 
stock dividend decision has left us in a very bad and thoroughly 
indefensible position in our treatment of the income of incor- 
porated business, and there is undoubtedly, so far as the super-tax 
is concerned, a very serious inequality. Taxing stock dividends 
may not have been a very good method of restoring the balance 
between individual concerns and partners on the one hand and 
corporations on the other, although it was perhaps the least objec- 
tionable method available ; but that is no longer open to us. 

Now, to meet the situation, this tax on undistributed profits is 
advanced, and I want to call your attention to the criticisms that 
can be made of that tax. No one has so far considered how it 
would affect industries in which there is great variation of the re- 
sults from year to year. Mr. Holmes this afternoon told me of an 
industry — I think I can use the figures, Mr. Holmes — in which for 
the last three or four years the total net profit has been $40,000 on 
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the whole business, but upon which the government is likely to 
assess for one of these years a tax on an income of $180,000. 
That is an industry in which the return has been highly variable. 
There are many industries in which, in a series of years, you find 
a few years in which very large profits are realized, you find some 
years where there are losses, and you find some years where they 
break even or make a very small profit. If the government under- 
takes to collect a tax of twenty or thirty per cent of the undis- 
tributed profits of good years, it will absolutely bankrupt some 
concerns. Qjnceivably the difficulty can be met by averaging 
profits over a period of years, but that is going to introduce some 
new and difficult problems. 

In the next place, it has not been generally realized that many 
corporations are bound by contracts, having borrowed money on 
the condition that they should not pay any dividends or should not 
increase the rate of dividends before paying the debts. Conceiv- 
ably something can be done to mitigate the hardship there ; but you 
are going to have a complicated law, and you are going to en- 
counter a difficulty that, so far as I have observed, nobody realizes. 

In the third place, if you want to get up a system of taxation 
that is going to bear with the greatest possible hardship upon 
growing, successful, young industries, you will adopt such a system 
as that. A man who establishes an industry and makes a success 
of it, ordinarily finds himself obliged for the first ten, fifteen, or 
twenty years to put back into it a large part of the profits, in order 
to keep the thing going, to provide for its development. It was 
suggested in this discussion that this tax on undistributed profits 
should be made a progressive tax which should bear heavily on 
the concerns earning a large percentage of profit on their invested 
capital. 

Now, if you want to find a tax that will tend to entrench in its 
dominating position a monopolistic or quasi-monopolistic large in- 
dustry, you cannot devise a better tax. We now know what we 
ought to have known in 1917, but Congress did not know, that the 
large percentages of income are earned in the smaller enterprises. 
I called attention to that in the address I made on the subject at 
our Atlanta conference in 1917. If you will look through that 
Senate document in which corporation incomes are reported, and 
the percentages of income to the invested capital stated, you will 
find almost invariably that where you go above fifty or sixty per 
cent of return on invested capital you rim into the small concerns. 
It is true of every class of business on the list. 

A large concern, as it grows and establishes itself in a domi- 
nating position in an industry, earns a very modest percentage on 
its invested capital in ordinary years. That is true of United States 
Steel, compared with some of the newer and successful smaller 
steel companies. It is true of every industry in which I have any 
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knowledge of the facts. The large concern in a dominating posi- 
tion — I am speaking now of manufacturing business — ordinarily 
earns a verj^ moderate rate of return on its invested capital. 

On the other hand, a young competitor, coming in and succeed- 
ing — ^particularly in a mechanical industry where a man of brains 
and ingenuity can perfect an invention that enables him to develop 
a profitable speciality — ^that concern in good .years will earn a very 
large rate of return, and the progressive tax on undistributed 
profits will crucify it. 

Again, as a matter of general business policy, and considering all 
concerns, large or small, the idea of forcing a distribution of profits 
is as uneconomical an idea as could possibly be advanced in con- 
nection with the taxation of income. I come from a section of the 
country where our manufacturing industries are fairly old. They 
are all built up, so far as I can ascertain — all our strong, success- 
ful concerns — on the principle of turning back into the industry 
over a long series of years a large part of the profits made in 
good years. 

Almost any concern that undertakes to distribute over a period 
of years much more than one-half of its profits is following an 
unsound financial policy. It is pursuing a course which, if it has 
good luck, may enable it to last a generation or so, but will not 
fortify it so that it will meet the vicissitudes that surely come to all 
corporations in the course of several generations. 

Again, consider the effect of such a tax upon small industries 
that are owned by proprietors whose incomes are small, and who, 
therefore, if they distribute all their earnings, or substantially all, 
will be subject to low rates of super-tax. Here is a concern run 
by a couple of men who make out of it $12,000 a year. If they 
divide all the profit, they have $6,000 apiece, and will pay low rates 
of super-tax. At the end of the year, when they make up their 
accounts, how will they figure? They made $12,000. If they 
leave any part of it in the business they will have to pay 20 per 
cent, or, as one gentleman said, 50 per cent. They will probably 
distribute all their earnings. Any corporation doing that thing is 
headed straight for the rocks. 

I am constrained to believe that no more uneconomic measure 
than a tax on undistributed profits could be brought to the atten- 
tion of the American people; and if it is a question of pimching 
holes in other people's tax measures, that proposition, when it 
comes fairly under consideration, can be punched about as full of 
holes as any other. 

There is inequality in this present method of taxing corporations, 
and there may be no way of redressing it, except this very un- 
economic tax; but, surely, gentlemen advocating such a tax should 
be a little careful about throwing stones at other people's glass 
houses. 
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Now, my concluding suggestion is, that we ought to approach 
this matter with open minds. I hope this sales tax proposition will 
be considered fairly and fully. I should be very glad to see some- 
thing worked out along that line that would permit the repeal of 
the excess profits tax and a greater reduction of the rates of the 
super-tax than any tax on undistributed profits seems to me to be 
likely to enable us to effect. 

If the sales tax is found to be impracticable, we may have to 
come to this tax on undistribute4 profits; but if so, we want to 
realize its shortcomings. I want to say tonight, just as I said in 
1917 about the excess profits tax which Congress was then enact- 
ing, that the tax on undistributed profits is a thoroughly uneco- 
nomic kind of tax, which, when its consequences are fully realized, 
will lead to as much dissatisfaction and discontent as anything we 
have now. 

These questions are of enormous difiiculty. We are not going 
to find any thoroughly good solution ; we are not going to get very 
far by merely kicking holes in other people's proposals; and we 
shall probably find, when the remedial legislation is enacted, that 
Congress has been obliged to enact measures that none of us 
thoroughly approve, the effects of which in many directions we 
shall regard as far from satisfactory. 

Oscar Leser, of Maryland: I think, for Professor Bullock's 
comfort, it ought to be stated that there was some objection to that 
tax in the remarks made by Mr. Zoller, who covered a number of 
points brought out by Dr. Bullock. 

Mr. Bullock: I thought that Mr. Zoller advocated a progres- 
sive tax on undistributed profits. That seems to me to be the 
worst of all. 

Chairman Holmes : The hour is growing late. Is there anyone 
else who wishes to discuss the sales tax or any features of other 
taxes which were mentioned this morning? It is, of course, a 
subject on which endless discussion can be made, and the chair 
does not feel that he has an)rthing of particular value to add to 
the discussion at the present time. 

Meyer D. Rothschild, of New York: I should like to thank 
the officers of this organization for the encouragement to come out 
here, and for the courteous treatment which I and the others who 
were with me in the advocacy of the sales tax have received. 

I think the subject, as Professor Bullock has said, is well 
worthy of the attention of the National Tax Association. It is en- 
grossing the attention of thousands of business men throughout 
the country. Large corporations have endorsed it, and unless the 
tax brains of the country get at it and help to work out some of 
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the problems, you may get a sales tax, or something like it that is 
not as good as it would be if this organization, the National Tax 
Association, turned in and helped make a good law. 

Chairman Holmes: On one point the country seems to be 
unanimous, and that is the repeal of the excess profits law. I be- 
lieve the discussion today has thrown considerable light on the 
sales tax and the other proposals that have been made. It is un- 
fortunate that we have been limited in our time. It is a subject 
that could well take up a day or so. The members of this asso- 
ciation will probably carry on the discussion informally from time 
to time, as has been done in the past two or three days; but it 
seems that at this time the formal discussion must necessarily end 
by limitation. Unless there is someone who feels he is moved by 
the spirit at the present moment, we will adjourn. 

[Adjournment of Session.] 
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Chairman Haugen: The meeting this morning will be pre- 
sided over by Professor Bullock,, and it is unnecessary to intro- 
duce Professor Bullock to this audience. 

Charles J. Bullock, of Massachusetts, presiding: For the 
present then, we shall count upon closing this session at twelve 
o'clock. We have, besides Mr. Bond's presentation of his plan, 
four papers discussing the plan, and we also want to have oppor- 
tunity for discussion of the subject from the floor. In view of the 
fact that we must close at twelve o'clock, I think it will be desir- 
able if the gentlemen with papers can confine themselves to fifteen 
minutes for each paper. 

By way of introduction it may be well to say just a word about 
the present status of the report of our Committee on Model Tax 
System. That report was completed in the spring of 1918, and 
since that time the committee has held no further meeting. The 
report, as you are aware, if you have read it, is confined to funda- 
mentals, pretty largely. It does go into some of the more im- 
portant details of income and property and business tax legisla- 
tion. But the committee avoided purposely the working out of 
many details, recommending that special committees be appointed 
to consider the many practical problems that would inevitably 
arise in the development of a plan for a model tax system, and 
such committees have been appointed. 

One was appointed on mines; another recommendation was that 
the Inheritance Tax Committee of the tax association be reju- 
venated, and that committee, as you know, is functioning; and 
other committees will doubtless have to be appointed, and further 
delegation will be made of the work of preparing the practical 
details of a model tax plan. The committee has asked Mr. Henry 
H. Bond, formerly Income Tax Deputy of Massachusetts, who 
was in charge of the administration of the Massachusetts income 
tax during the first two critical years of its history, to prepare a 
plan for a personal income tax. No member of the committee ex- 
cept myself has seen Mr. Bond's draft, for time did not permit 
even to send it to members of the committee. I hope that our 
committee will be able to hold a session this evening, or this after- 
noon sometime, to compare impressions after an interval of two 
years; but this draft is Mr. Bond's draft and was prepared, I un- 
derstand, in accordance with the general lines of recommendation 
laid down in this report. 
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As chairman of the committee I am very grateful to Mr. Bond 
for having undertaken this work, because I expect that the com- 
mittee, if it does any further work on the model tax system of 
state and local taxation, will benefit greatly from the discussions 
of the subject. I will introduce to the conference Mr. Bond, of 
Massachusetts. 

Henry H. Bond, of Massachusetts: Mr. Chairman and gen- 
tlemen : As Professor Bullock has suggested, this is no more than 
an attempt to place before the conference something that can be 
the basis of its discussion. It is only tentative. On my own re- 
sponsibility I have had to insert certain features. I doubtless shall 
change many of my own views on many of the matters covered, 
after the discussion, but it seemed highly important to the com- 
mittee, and to the secretary of the Association, that some progress 
be made at this conference on this really important work. The 
only way in which it seemed feasible to do this was to have some- 
thing in printed form before you, on which we could get your re- 
actions and help. 

The various states are turning toward income taxation rather 
rapidly, and it is very important, it seemed to us, to have, as early 
as possible, something to which these states could turn, something 
for them, if necessary, to remodel for their own needs, in order to 
secure, as far as possible, some uniformity between the various 
states, uniformity that will do away with the conflict of various 
laws and confusion in the minds of taxpayers that would result 
from various differing laws, and also do away, as far as possible, 
with the overlapping of the various state laws, subjecting the indi- 
vidual to separate taxes on the same income. The problems in 
drafting such a law as I have suggested are really in two classes. 
The legal problems, if you want to use that term — the problems 
connected with the scope of the law, the point of its incidence, the 
rates, problems of that nature, and the administrative problems — 
the amount of centralization, the kind of administration, the 
method of selecting the organization that is to administer the law, 
and finally the distribution of the fund itself that is secured. 

I have taken as a starting point the report of the Model Com- 
mittee and embodied all of its suggestions in this draft. Beyond 
that I have had in mind the language of the federal act, because 
if the exemptions are to be about the same as the federal, it is 
apparent that every one making a federal return in a state adopting 
such an act as this, would have to make a state return also, and it 
is of the highest importance that there should be only one set of 
rules to follow, if possible, so that the two returns will be almost 
duplicated, just as closely a duplication as is possible. 

The administrative sections I have taken principally from the 
Massachusetts Act, because they seemed more simple and more 
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equitable, and they have been thoroughly tested out; they are 
more simple than the federal provisions. The draft, as I have 
said, has been prepared very hastily, and I have noted one or two 
slight errors in the drafting, and you will doubtless notice others. 

The first section levies a tax on every inhabitant of the state on 
net income. We have used the word ** inhabitant ", which is de- 
fined as a person domiciled in the state; we have used that as the 
best test for a state act of this sort. The word "domicile" is 
generally understood — we all know it has very vague boundaries — 
but nevertheless, there is a large body of law somewhat indicating 
the scope, and it is generally familiar to all persons. 

The rates are the rates suggested by the Model Committee — ^pro- 
gressive rates. On the first thousand dollars of taxable income — 
that is to say, after deducting credits, which I will refer to in a 
moment — 1 per cent; on the second thousand dollars, 2 per cent, 
and so on, until income in excess of $5,000 is taxed at 6 per cent. 
I have provided that the tax shall first be assessed in the year 1921, 
on income of 1920, or on any taxable year — fiscal year — ending in 
1920. I have put in that date simply for convenience, so that the 
other provisions of the act might have some definite starting point. 

The definition of " net income " follows very closely the defini- 
tion of the federal act ; that is to say, we have the federal language 
bringing into gross income all of the kinds of income, with one or 
two exceptions, which the person has received; and then the usual 
deduction of expenses, interest, taxes, losses, debts, depreciation, 
obsolescence and depletion. Perhaps it is surplusage to state that 
proceeds of life insurance policies shall be exempt, and also pre- 
miums on insurance, and property received by gift, devise or be- 
quest. 

In the list of deductions there are the following changes from 
the federal language. I have permitted the deduction of the fed- 
eral tax before imposing the state tax. The federal tax is so large 
and is likely to remain so high for a number of years, that it seems 
only fair to permit the deduction of this for assessing the state 
rate. I realize that there is a great difference of opinion on this 
point, a great difference of opinion in our own state of Massachu- 
setts, but personally, it seems equitable to me, so long as the fed- 
eral rate is so high. 

In the paragraph on losses, I have changed slightly the federal 
language to bring in accrued liabilities. At the present time, the 
federal department excludes a tort liability arising during the year, 
if it goes into litigation which is determined in a subsequent year. 
From an accounting standpoint it seems to me clear that that is 
really a charge against the income of the year when the loss 
occurred, that is, when the damage occurred, when the automobile 
collided with the pedestrian, or whatever the injury was. It is a 
loss of that year that an accountant would insist upon taking care 
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of in the statement at the end of that year by a reserve. The 
federal department forces that forward into the year of final ad- 
justment, which may be two or three years later, when there may 
not be income enough to take care of the loss. I have had one 
such problem in my own private practice. 

On the deduction of bad debts, I have added the phrase " if the 
amount has previously been included in gross income in a return 
under this act." That is the interpretation given to similar deduc- 
tion for bad debts in the Massachusetts act, and it agrees with the 
latest federal regulations on that point. The two acts, however, are 
not very explicit on that point. That point is that a bad debt should 
not be deducted from income, unless it has already gone into in- 
come in a preceding return. If, in that preceding return, the 
person was returning on a cash basis, then that debt, the account 
receivable, would not go into income, because the cash had not 
been received, therefore, when the debt proved bad, it should not 
be deducted. 

I have omitted the federal provision on the amortization of war 
facilities, as being something that is of temporary application, and 
not really essential to a state act, where the rates are so much 
lower, especially as the state act will only cover individuals and 
not corporations. 

I have also omitted the provision in the federal law, which I 
feel to be a vicious piece of favoritism, about the discovery valua- 
tion for purposes of depletion. 

There is one matter in this connection that I hope to hear your 
views on, and that is as to the inclusion of reserves as deductible 
items ; reserves for bad debts, and reserves for other contingencies. 
The federal law does not permit such reserves. I think no state 
income tax, if I am correct, has provided for it. The report of 
your committee on federal taxation recommends the deduction of 
such reserves, and I think it a safe move if it is safeguarded as 
that committee recommended, namely, by limiting it to individuals 
who have a regular system of bookkeeping, by which the size and 
the adequacy of the reserve can be carefully checked from time 
to time. Such a provision might properly be included. It prob- 
ably would not be necessary to provide for it expressly in the lan- 
guage of the act itself, as I believe that the federal authorities 
have the right, under the present law, to permit such reserves if 
they wish. 

I have provided for a credit for a single person of $1,000, 
and a credit of $2,000 to the head of a family or married person 
living with husband or wife, with a provision that husband and 
wife together shall only have an aggregate of $2,000, and that 
if they make separate returns, the amount must be divided between 
them; also $200 for each person, other than husband and wife, 
dependent upon and receiving his chief support from the taxpayer, 



MODEL STATE INCOME TAX ACT 277 

if under eighteen years of age, or incapable of self-support. Those 
are the federal provisions. 

The Committee on Model System recommended exemptions of 
$600 and $1,200 instead of $1,000 and $2,000, but I believe that 
that committee would, at the present time, in view of the high cost 
of living, feel that these amounts are more equitable, and also that 
it is desirable to adopt them in order also to have a uniform rule 
with the federal authorities, so that a person who makes a federal 
return would know automatically that he was at the same time 
obliged to make a state return, and vice versa. 

I allow the filing of a return on the fiscal year, that is to say, on 
a twelve months' period other than the calendar year; and also 
allow the return of income upon a basis of other than a strictly 
cash basis. This section I have taken from the Massachusetts act 
rather than the more complicated provisions in the federal law. 
It really gives the tax commission the right to approve of any 
method of accounting, any method of returning income, that is a 
fair and an equitable statement of the income for the year, pro- 
vided it is really used by the taxpayer in his own accounting. 

Now, beyond that point it is necessary to cover certain general 
matters that have been worked out pretty well in the federal act. 
In the case of sales and other disposition of property, the gain or 
loss should be determined either by reference to cost, or if the 
property is acquired before the incidence of this tax — ^before Jan- 
uary 1, 1920, that is, the first day of the income year — ^the value on 
that date. That is similar to the federal rulfe of taking value of 
March 1, 1913, in place of cost, if property was acquired before 
that date; Massachusetts took January 1, 1916, similarly. 

I have the federal rule for exchanges of property, holding that 
an exchange of property may result in gain or loss, even if no 
cash is received; it is really barter. This is a necessary provision, 
it seems to me, in an act of this sort, particularly in the case of a 
real estate operator, where one exchange follows another, with an 
accumulating profit, always represented by more real estate, and 
in our own city it is very rare for an operator to clean up on a 
piece of property, from year to year; he simply holds more real 
estate, representing his original investment, and his accumulating 
profit. Unless some valuation is made on each exchange, that 
gain, that profit is never taxed, unless, as rarely happens, he cleans 
up, retires and cashes in on all of his holdings. From that rule I 
made one exception, the federal exception, of exchanging secur- 
ities for other securities of no greater par value. 

The tax is imposed on fiduciaries, in exactly the same manner 
as in the federal act. That is to say, the fiduciary always makes a 
return; The tax is not imposed on the fiduciary, however, unless 
the income is being accumulated in his hands. In that case he is 
taxed. If the income is distributable, then it is taxed to the bene- 
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ficiary, if he is a resident of the state. If the income is accumu- 
lated, it is again only taxed to the fiduciary if the ultimate bene- 
ficiary is a resident. In other words, the residence of the person 
who is to get the income, is the test of taxability in the case of 
estates in trust, and other fiduciary relationships. 

In dealing with the income of a person deceased, there are 
really two problems; that of a person who dies after the income 
year, and that of one who dies during the taxable year — if you 
use the expressions as I use them, the income year being the 
year when the income was earned, and the taxable year being the 
year when you make your return. If a person dies in January, 
after having made the full year's income, but without having made 
a return, that is one problem; the other problem is death during 
the income year, death after, say, six months of income has been 
earned and before the year is closed. 

That raises at once the question of the incidence of the tax. 
What is the date that you are to adopt as determining the taxable 
status? Massachusetts has a rule that if a person comes into the 
state during the first six months of the taxable year, if he comes in 
even down into June, he has to make his return for the preceding 
twelve months — preceding calendar year ; that is to say, if he lived 
in New York through the whole of 1919 and moved into Massa- 
chusetts in April, 1920, he must then at once make a return to 
Massachusetts of his income earned in New York in 1919, although 
he may have and would have been liable to make a similar return 
to New York for the same income and to taxation there. 

That provision, it seems to me, is unfortunate. It results in 
double taxation in many cases, and I fail to see how any period of 
time can be adopted as a test, without having just such an over- 
lapping of taxation as we have there. In other words, it seems to 
be necessary to come down to domicile on a particular day as the 
uniform rule for all states, if you are going to avoid such double 
taxation. And it seems to me that the proper day for the test 
would be the last day of the income year, the close of that year — 
December 31st. If a person is domiciled in the state on the 31st 
of December, he must make his return before March 15th, for his 
income of the preceding calendar year. That would do away with 
such double taxation. That would also lead us to omit from taxa- 
tion the income of the person who had deceased before December 
31st; but if a person died in January, then his estate would be 
liable to the tax, and the executor or administrator should make the 
return in behalf of the deceased person for the income of that 
prior year. 

The act includes partnership income in the income of the indi- 
vidual partners; of course, only in the income of those partners 
who are residents of the state. 

Every individual inhabitant of the state on the last day of the 
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income year, having a net income of $1,000 or over, if single, or 
if married and not living with husband or wife; or having a net 
income for the income year of $2,000 or over, if married, and 
living with husband or wife, would make a return of his income 
and of the deductions. 

I have used net income as test rather than gross income. The 
Massachusetts law has gross income ; the federal law, I think, still 
uses the phrase, " net income ". I think that my own feeling is 
that the Massachusetts provision has resulted in securing, perhaps, 
15,000 or 20,000 perfectly useless returns from small business tax- 
payers, small stores, fruit stores, people of that sort, that pay no 
tax after you get the return. It costs money to handle returns of 
income, to examine them, to index them, to go through all the 
motions. If there is no substantial advantage to be gained from 
securing such returns, they ought not to be demanded. I believe 
that it is safe to make the test net income, if we couple with it the 
provision that the tax commission may demand a return from 
anyone, if it believes that he is taxable. That allows it to go to 
any person whose integrity it doubts and who it thinks should 
have made a return and require a return, no matter how small the 
income is. That gives the commission absolute discretion, but it 
does relieve the non-taxpayer. It relieves the commission itself 
from the necessity of securing these perfectly useless returns, 
showing receipts of $5,000 and expenses of $4,500; and while you 
may sometimes doubt the figures, yet it is very difficult to get an 
assessment of tax out of a return of that, sort, without spending 
more than the amount involved. 

I provide that returns shall be made by every fiduciary, and by 
partnerships, irrespective of the amount of income. The remain- 
ing sections are, as I said, from the Massachusetts act. They allow 
the commission to designate the form of the return. It must be 
filed on or before the fifteenth day of the third month following 
the income year. That is the same rule as the federal, and they 
may file either locally with the district assessor or with the tax 
commission at its main office. That again is the Massachusetts 
provision. 

The act requires the commission to distribute blanks, but does 
not excuse the person for failing to return, if he failed to receive 
a blank. I may say that in Massachusetts we have a set of stencils 
compiled from the list of the preceding year, kept up to date, and 
on the last day of December there were in the mails over 200,000 
blanks, stenciled from that file, put into " window envelopes ", so 
that every taxpayer of the preceding year received his blank, ready 
for action. That has the further advantage of giving a legible 
name and address at the top of the return, when it comes back to 
the commission later; so that it is probably desirable to send out 
blanks in some such way. 
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I follow the Massachusetts provision of giving notice, either by 
advertising or posting, or something of that sort. We use placards 
in Massachusetts; we put them up in various places in every city 
or town, calling attention to the date for filing returns and the 
class of persons who are taxable. 

The act allows the demanding of a return from anyone, allows 
the demanding by the commission of a supplementary return if it 
believes the original return is not complete. 

The penalties are from the Massachusetts act. The principal 
penalty is that for late filing; a penalty of $5 a day is imposed. 
This may be abated in the discretion of the tax commissioner ; it is 
never in practice imposed in toto, except in cases of real defiance 
of the law, or extreme negligence, and it operates really as a pen- 
alty of five or ten dollars usually, for filing late, or, if some reason- 
able excuse is presented, the entire penalty is abated. I speak of 
that simply to show you how that provision works in practice there. 

The act provides for accurate and complete returns, and imposes 
severe penalties for fraudulent returns or for refusal to file a re- 
turn ; provides for the determination by the tax commission of the 
taxable amounts, but requires it to give notice to the taxpayer be-^ 
fore the increase of the assessment, above the amount that he has 
voluntarily returned, so that he may have a full opportunity to 
discuss with it the change in the return ; allows the commission to 
appoint a deputy or other, agent on its staff to make an audit of a 
return and the issurance of a summons to compel the production of 
books and papers. 

There is a further provision for the assessment of additional in- 
come ; and the taxation of income at double the regular amount in 
cases of fraud or refusal to file. 

The commission issues rules and regulations, a very necessary 
provision, because under any act of this sort, the application of it 
to varying business conditions is so complicated that the commis- 
sion must issue its interpretations from time to time for the guid- 
ance of taxpayers. 

Bills are to be mailed on the first day of September, payable on 
the fifteenth day of October, bearing interest at 6 per cent, if not 
paid within 15 days from the due date. 

I prohibit the disclosure of any information contained in the 
returns in very severe language, as in the Massachusetts law. I 
also allow, as we do in Massachusetts, any citizen to go to the tax 
commission and ask whether John Jones has made a return. He 
cannot ascertain the contents of a return but he can ascertain 
whether the commission is on the job, and whether John Jones is 
on the job and has made a proper return. 

I provide for dividing the state into various districts and ap- 
pointing an income assessor in each district, with such deputies and 
clerical assistance as he may need. We divided Massachusetts iqto 
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eight districts, following county lines, but in certain cases grouping 
two or more counties into one district, where the population and 
the revenue was small. This gives in each district a local office to 
which the taxpayer may go, and get information and assistance and 
pay his tax bill, or file his return. It gives him a chance, without 
traveling to Boston, to come face to face with someone familiar 
with his return and with his problems, and get some authoritative 
decision. 

The other provisions relate to the appointment of the organiza- 
tion. I provided for the entire organization to be appointed by the 
tax commission. In Massachusetts the persons are appointed by 
the commissioner, subject to the approval of the governor and 
council, but few states have a council such as we have, and there- 
fore I have left it in this form. The question will arise of course, 
whether it is better to provide for such an appointive system, or to 
provide for a civil service examination, and subsequent appoint- 
ment, as is done in Wisconsin and New York. My own feeling is 
still that while there are serious disadvantages to a civil service 
organization, there are some very great advantages. I think really 
this is something that my own opinion may change on in the next 
year or two, as things develop in Massachusetts. 

It is provided that an income tax director be appointed to ad- 
minister the act under the commission. The title originally used 
in Massachusetts was income tax deputy, later changed to income 
tax director^ Some official must be designated under the commis- 
sion or commissioner to really do the administrative work, and take 
the bulk of the responsibility. 

I provide for a preliminary estimate of the distribution to the 
cities and towns, so that they may use it in their estimated receipts, 
in fixing their local tax rates. 

The act provides for various returns of information at the 
source, along the line of the federal act, and in such form as the 
commission may prescribe. In Massachusetts we have secured 
voluntarily — and we hope that it will be in the act itself soon — but 
voluntarily we persuaded the corporations and others to make the 
returns on card forms which we furnish, and then those cards are 
easily sorted. If the information is furnished in typewritten lists, 
the work of transferring it to cards for sorting is very large, and 
we were very thankful we could persuade them to do the work 
for us. 

Those returns of information should then be the basis of an 
audit of the return. They should be sorted, if possible, before the 
first examination of the return, but certainly ultimately they should 
be sorted and compared with the returns. They resulted in secur- 
ing for Massachusetts in the first year, I think, at least 15,000 ad- 
ditional taxpayers, persons who, owing to the complexity of the 
Massachusetts law, did not realize that they were taxable. Re- 
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member that we have no exemption on interest or taxable divi- 
dends, and many persons were in ignorance of that provision. 
They thought they did not have to make return, and we secured a 
very large amount of revenue by using these cards, and secured 
from those persons a return. Such a provision must be adopted 
unless you are going to adopt a rule of collection at the source, 
and I think it is generally agreed today that information at the 
source is much more desirable. 

I have also provided that the commission shall publish statistics 
in such form as is reasonable. Such statistics would not disclose 
the facts reported by any particular taxpayer. The federal depart- 
ment issues such statistics annually. They are a little behind in 
getting them out, but they are very valuable from an economic 
standpoint in studying the wealth of the state. 

It also provides for the credit for taxes paid upon the same in- 
come in the state of residence, taking the form as amended in New 
York. Those sections would only be adopted in states like New 
York that would feel it was really essential to include a tax upon 
non-residents. 

Massachusetts has a good many large taxpayers who claim a 
legal residence in New Hampshire, Vermont, Maine or Rhode 
Island; but I am not at all sure that it would pay Massachusetts 
to include those non-residents in her law. 

There is one provision that in passing I failed to speak of par- 
ticularly — the deduction of interest — I provide for a proportionate 
deduction of interest; that is to say, the same proportion of the 
interest shall be deductible, which the taxable income bears to the 
total of taxable income and income from exempt property. 

The idea is, as has been pointed out by the Committee on Model 
Tax System, you must exclude in some way interest paid to pur- 
chase tax-exempt securities. Liberty bonds, and so forth. The 
only way in which you can exclude that exactly, it seems to me, 
is to apportion the interest paid out. It is impossible, however, to 
trace through borrowed money and determine equitably whether it 
was used to purchase exempt securities or not. If I have $5,000 
today and buy Liberty bonds, and next week go to the bank and 
borrow $5,000 to keep my business going, have I borrowed money 
to buy Liberty bonds ? Not directly ; not very clearly. It is pretty 
hard to say, with the large amounts of money used in a business, 
whether a particular sum was actually borrowed to buy the exempt 
securities ; and therefore the only feasible way, I submit, of hand- 
ling that problem, is to take the same proportion of the interest as 
a deduction, which the taxable income bears to the total income, 
including income from the exempt property. 

I have not included the federal provision for " net losses ", that 
is to say, a loss of one year being carried over as an offset to in- 
come of the next year, for the reason that in a state income tax at 
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low rates, it hardly seems to be essential. The federal rates are 
so high, bear so heavily upon cases of that sort, that it is essential 
there, and I hope Congress will re-enact it, and continue it as 
part of the tax system, but in a state law it does not seem really 
essential to me, although I should be glad to have yotu* views, and 
I know the committee would, on that point. 

I think, gentlemen, those are the principal points in connection 
with this very tentative draft which I have g^ven you for your 
consideration. 

[The text of the draft is omitted as it was subsequently modified 
by the Committee. As so modified it appeared in the January, 
1921, B idle tin of the National Tax Association. — Editor.] 

Chairman Bullock : It was a very serious contract for any- 
body to undertake to work out in detail a draft of a law, follow- 
ing the general principles set forth in the report of the Model Tax 
Committee. Nobody but an exceedingly public-spirited and accom- 
modating person, I am sure, would undertake to prepare this first 
tentative draft, to be put up here as a target for discussion and 
consideration. I am sure we all appreciate the real service Mr. 
Bond has rendered in drawing this first definite statement of a 
personal income tax law. 

I am also very sure that the Committee on the Model Tax Sys- 
tem will be very grateful to him for the assistance he has thus 
rendered. 

Now we pass to the discussion of this plan. There are three 
states in the Union that have seriously embarked upon well con- 
sidered projects for levying state income taxes. Wisconsin was 
the first, Massachusetts was the second, and New York was the 
third. Some other states have income taxes — Virginia, Missouri, 
and perhaps elsewhere. There has been a good deal of interest in 
the subject, and some revenue is collected from income taxes, but 
no state, except the first three that I have mentioned, have really 
tackled the state income tax problem. Therefore, brother Hoi comb 
in arranging the program, called upon Massachusetts and New 
York and Wisconsin for representatives to come here and discuss 
this report. 

It occurs to me that in this discussion this morning we are 
going to have one of the best object lessons of the advantages to 
be derived from such a session as this. Here we are considering 
the tentative plan for a personal income tax. We have today 
drawn upon the man who put into successful operation the Massa- 
chusetts income tax law; then we turn it over for general discus- 
sion to the successor of that gentleman in Massachusetts, to the 
gentleman who is administering the New York personal income 
tax law, to the gentleman from Wisconsin who has to do with the 
administration of the Wisconsin income tax law, and thus bring 
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to bear upon this project the experience of those three states, the 
only ones, as I said before, to embark upon state income taxation 
as a serious project, by making proper provision for the adminis- 
tration of the law, coordinating it properly with the rest of their 
systems, and spending the money necessary to insure the collec- 
tion of the tax. 

We also have on the program Professor Lutz, of Oberlin Col- 
lege, of the state of Ohio, who has been special adviser of the 
Ohio legislative committee, which has sought to draft a personal 
income tax law for that state. The first on the program is Pro- 
fessor Lutz. 

I will ask the gentlemen, in view of the fact that we have to ad- 
journ at twelve o'clock, to confine their remarks to fifteen minutes. 

Professor Harley L. Lutz, of Ohio: Mr. Chairman, ladies 
and gentlemen ; my remarks upon this very important subject were 
prepared before it was entirely certain that a draft such as has 
just been presented to you, would be in readiness for consideration 
at this meeting. I therefore imdertook in my paper the discussion 
of certain aspects of the problem of uniform state income tax 
legislation. Through no fault of Mr. Bond's, I did not see the 
draft, which was prepared, until after I had arrived in Salt Lake 
City. I have not, therefore, attempted to re-cast my remarks so 
as to fit exactly the outline which Mr. Bond has presented. I think 
a great deal of the material which I shall present will be pertinent, 
and in view of the limitation of time, I shall endeavor to eliminate 
a considerable part of the discussion. 

I shall consider first some of the alternative ways of securing 
uniformity; second, some of the important features of the law 
itself; third, some points in the correlation of the income and 
property; and finally some matters of administration. 



SOME ASPECTS OF THE PROBLEM OF UNIFORM STATE 

INCOME TAX LEGISLATION 

harley l. lutz 
Oberlin College 

The problem of uniform tax legislation is one in which the 
National Tax Association has always been deeply interested, and 
toward the solution of which it has already made significant con- 
tribution at several points. Indeed, the very significance of these 
contributions, and especially of that one known as the Report on 
a Model System of State and Local Taxation, involves a further 
responsibility for the committee which prepared it and for the 
Association, in the completion of the details of that program. 
There is no other agency in the country so competent to continue 
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this task as that which has carried it thus far ; and a most impor- 
tant service to the entire country lies ahead in carrying it to com- 
pletion. 

The particular portion of the program of the Model Tax System, 
as I shall hereafter designate it, which is now before us for dis- 
cussion is the personal income tax, the first of the proposals ad- 
vanced by the committee. The interest which is everywhere being 
manifested in the income tax as a possible source of state and 
local revenue warrants this choice, which is substantiated by the 
preferred position which the income tax enjoys in the committee's 
outline. But there is need also of a similar treatment of the other 
main proposals of the . committee's report, and it is to be hoped 
that future conferences will see some attention being given to 
them. The general failure to appreciate the distinction between 
the personal income tax and the business tax, and the tendency to 
complicate still further the chaotic systems of corporate taxation 
in some states by adding an income tax or business tax regardless 
of the degree o'f correlation between this and the earlier taxes on 
business concerns, is proof of the need of further elaboration of 
the proposed business tax. In the same way, the marked reaction 
in sentiment toward the general property tax in important states 
like Ohio and Illinois reveals the need of constructive work along 
the line of the other important source of state and local revenue 
which the committee proposed, namely, the classified property tax. 
One factor of importance in the Ohio situation last autumn was 
the absence of any carefully thought out program for classification, 
which might have afforded the average voter some basis of judg- 
ment. The completion of the Model Tax System by presentation 
of more definite and substantive proposals which might serve as 
an actual drafting model would enable the Association to demon- 
strate beyond question the degree of relationship which is actually 
possible between the various revenue measures contained in its 
uniform program, and would undoubtedly be an additional incen- 
tive to many states to embark upon the whole series of proposals. 

And more than this, there are no doubt many states in which a 
model classified property tax would be of greater importance and 
value than a model income tax law. The latter is always and 
everywhere more successful in proportion as there is a certain 
concentration of wealth and income, and this condition is most 
likely to prevail in states with a predominant commercial and 
manufacturing interest. The revenue system of any state needs 
first of all to be adapted to the sources of taxpaying capacity, and 
it may be necessary to safeguard our emphasis on the income tax 
at this time by a warning against too hasty adoption of this tax, 
without careful consideration of the other suitable possibilities. 
All of this merely argues for the importance of the whole program 
in the reconstruction of state and local revenue systems. 
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The main outlines of the personal income tax were presented in 
the Report on a Model Tax System, which was heard and ap- 
proved last year. The suggestions relating to the income tax 
which the Report contains were the result of most careful consid- 
eration, and while they are not finally binding on the Association, 
the study which preceded their formulation and the wide oppor- 
tunity for discussion and modification which was afforded through 
the circulation of the preliminary report, are strong presumptive 
evidence in their favor; and the burden of proof would naturally 
be upon any proposals for radical modification. In my part of the 
discussion I shall consider first some of the alternative ways of 
securing imiformity, second some of the more important features 
of the law itself, third some points in the correlation of the in- 
come and the property tax, and finally, some matters of adminis- 
tration. 



The first question that arises in any discussion of uniform state 
income taxation is the constitutional basis of that tax. Only about 
one-fourth of the state constitutions contain specific sanction of an 
income tax, but in some other cases the use of an income tax 
would probably not be held to be expressly contrary to the organic 
law. The starting point in uniformity of state action, therefore, is 
in the constitutional provision for such a tax. It is unnecessary 
to insist on strict imiformity of constitutional provision, but it is 
clear that such provisions should be broad enough to permit the 
necessary legislative freedom, or uniformity of enactment would 
be impossible. Such a provision as that in the North Carolina 
constitution would be very unfortimate, and the restriction imposed 
by the Ohio constitution, while not fatal to interstate uniformity, 
imposes absurd administrative difficulties within the state. The 
ideal constitutional provision relating to income taxation would, 
therefore, leave entirely to statutory enactment such details as the 
scope of the tax, the rates to be imposed, the character of the ex- 
emptions to be granted and the disposition of the proceeds of the 
tax. Argument for such a view is entirely superfluous, for we 
have only to turn to the sad experiences of those states which have 
been foolish enough to embed in their constitutions various other 
tax features which seemed good at the time, such as state boards 
of equalization, fixed tax rates for different purposes, and even 
the general property tax, to be impressed with the importance of 
legislative flexibility as conditions change. 

For those states whose constitutions would permit the use of an 
income tax, it is evident that there are at least two ways of secur- 
ing uniformity of state practice. The first is by the enactment in 
the various states of a personal income tax statute which contains 
substantially similar provisions. The second is by making the 
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state income tax a supertax or surtax, applied as an additional rate 
for local use upon the returns of taxable income imder the federal 
income tax law, a plan which is already in use in Connecticut and 
West Virginia for the license taxes on corporations. 

There is much to be said for the latter, method of securing state 
uniformity. Under it we have at once absolute uniformity of 
statutory concepts, of form and date of return, of tax payment, 
of exemption and of many other features. Moreover, the states 
would presumably have the advantage and assistance of a very 
effective system of income tax administration, already set up and 
functioning; and this advantage would become greater with the 
growth of a better spirit of cooperation between the state and the 
federal agencies. The taxpayer would find a certain convenience 
in being able to discharge a double tax obligation by preparing 
one return, with a duplicate to be filed with the local tax officials. 
This plan would most nearly satisfy that element, a very consid- 
erable one in many states, that demands greater simplicity in tax 
laws and tax administration, forgetful that simplicity may be ob- 
tained at the expense of justice, and that no tax law can be much 
more simple than the economic facts to which it is intended to 
apply. It would undoubtedly benefit those states which were un- 
willing or imable to set up a sufficiently competent local adminis- 
tration to secur^ proper results. Indeed, it may safely be said at 
the outset that the plan of a surtax levied upon the federal assess- 
ment of income would be vastly to be preferred for any state 
which was not willing to provide a competent and efficient local 
administration of an income tax. 

On the other hand, there are certain arguments against the use 
of a surtax based on the federal assessment. The first difficulty, 
which I grant is not insuperable, arises because of the different 
definitions of income which would be used as a result of constitu- 
tional restrictions on jurisdiction. Each governmental unit may 
tax the income of its own officials and interest-bearing obligations, 
if it choose, but may not tax those of the other. While this situa- 
tion exists, some divergence in the determination of the income 
upon which the two taxes would be levied is inevitable, and with 
the growth of the tax exemption menace, as it has been aptly 
styled, the divergence would increase. While the difficulty could 
be met by a proper adjustment of the form of return to be called 
for, some confusion would undoubtedly result. 

A second objection, which has weight in the minds of some, 
would be the apparent sacrifice of tax jurisdiction, and hence of 
sovereignty by the states in thus accepting the federal law and the 
federal return made under it as the basis for the assessment of a 
state tax. This sacrifice is one of form rather than substance, and 
so far as the question of the state's rights or powers is concerned, 
the objection, in my judgment, is of little weight. 
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Another aspect of the matter is of greater consequence. The 
emphasis which such a plan would give to the federal law and the 
federal power of enforcement would turn the attention of tax- 
payers still more away from their fundamental obligations to the 
states and localities in which they live, and might thus lessen still 
more the respect in which the other state and local tax adminis- 
tration is held. If such a method of administering the income tax 
were to lessen in any degree the interest which now prevails re- 
garding the scope and the character of state and local expenditure, 
to say nothing of the other details of state and local finance, it 
would be distinctly bad. No state can afford to suffer greater 
losses in this direction; rather, the significance of the financial 
activities and problems of the states and their local subdivisions 
must be emphasized by every possible means. A vigorously ad- 
ministered state income tax would without question focus the 
attention of citizens upon the governmental agency which im- 
posed the tax, and would counteract to some extent the indiffer- 
ence which has sprung up under the influence of indirect taxation, 
separation of sources, and other causes. 

Further, it would be very unwise in any event to curtail in any 
degree the power of the state tax administration to conduct an 
independent audit of the taxpayers' returns, or to require supple- 
mentary returns when these seemed to be necessary. Such curtail- 
ment would mean a real sacrifice of tax jurisdiction; but this de- 
gree of independence naturally carries with it a certain independ- 
ence of construction of the law, the practical effect of which 
would be that some persons were, after all, paying taxes to one 
government on a different assessment of income from that upon 
which they paid to the other. 

Another objection to the surtax plan is found in the possibility 
that for some classes of taxpayers the local administration may be 
more efficient than the federal, notwithstanding the greater awe 
which the latter is supposed to inspire in the average citizen. The 
present federal tax net is not sufficiently fine-meshed to catch one 
hundred per cent of those who are really liable to income tax. It 
is entirely possible that an effective state administration, and all 
that I say presupposes such an organization, would secure a more 
complete return of income from such classes as farmers and 
laborers than the federal government now obtains. In any case 
the general use of a surtax by the states would be a stimulus to 
much closer scrutiny of large areas and more sweeping inquiry 
among large masses of the population, than are at present con- 
ducted; and since this additional administrative effort would be 
made largely on account of the states' desire to utilize the federal 
law and to secure a more complete listing of persons liable to the 
tax, the states should share the burden. From the viewpoint of 
cost, therefore, the advantage of using the federal law and ad- 
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ministration would be lessened. Many states could probably ad- 
minister the income tax, through a vigorous and well-equipped tax 
commission, if not quite as economically as the federal govern- 
ment is able to do, at least far more expeditiously. 

Finally, the plan of separate state income taxes will permit of a 
"degree of flexibility in minor points that will mean a much more 
satisfactory sort of correlation between the income tax and such 
other features of the state tax system as it may be desirable or 
necessary to retain, than is possible under the other plan. The 
excellent Massachusetts income tax law is a case in point. In other 
states it may be desirable to follow the example of Massachusetts 
and introduce certain other variations in adaptation to local cir- 
cumstances. It would be unfortunate if this tendency to variation 
were encouraged at the expense of uniformity in essentials, but 
we must recognize the presence and the importance of local factors 
which might prevent the adoption of a full-fledged program while 
they did not interfere with progress at certain points. On the 
whole, therefore, I am led to the conclusion that notwithstanding 
the attractiveness of the plan of state surtaxes on the federal 
assessment of income, the plan of separate state income taxes 
which follow an acceptable model in the important essentials, pre- 
sents greater advantages for the states themselves. 

II 

My second topic relates to some of the more important features 
of a model or uniform income tax law. It is unnecessary to cover 
every part of such a law, for there are many points on which 
fundamental agreement could easily be reached as the result of 
combined state and federal experience. I have recently discussed 
elsewhere some phases of this question and in the course of the 
present paper I shall draw somewhat upon this earlier discussion.* 

The first question that naturally arises at this point is that of 
the proper definition of gross income and the proper deductions to 
be allowed in the determination of taxable net income. The fed- 
eral concepts are in general acceptable and might very well be 
followed with some modifications which will be suggested later. 
Indeed there would be a positive advantage in following the fed- 
eral terminology because of the universal familiarity of taxpayers 
with the federal usage. In this way a certain advantage of the 
surtax plan would be assimilated to the other plan and the incon- 
venience to taxpayers would be minimized. The principal modifi- 
cations which I would suggest in the federal concepts of gross 
and net income as these are carried over 'into the model state in- 
come tax law are the following : ^ 

1 H. L. Lutz, "The Progress of State Income Tax Legislation/' Amer. 
Econ. Rev., Vol. X, p. 66, March, 1920. 

2 The quoted material is from my paper in the Economic Review, cited 
above. 

19 
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" The first change would be a more definite requirement for the 
return of total income from all sources, whether taxable or not. 
Section 213 of the federal act of 1918 appears to undertake twa 
things, and the result is failure to make a proper distinction be- 
tween items which should not be included in gross income because 
they are not income at all, and items which are properly income 
but of a sort which it is intended to exempt. In the former class 
would be such items as the proceeds of life insurance policies, the 
value of property acquired by gift or bequest, and amounts re- 
ceived under workmen's compensation acts; and in the latter class 
would be interest on exempt bonds and income received for mili- 
tary and naval service. A proviso in section 213 does require a. 
statement of exempted bonds, but the inclusion of interest there- 
from in total income should be more clear and specific because of 
the bearing upon the interest deduction, to be discussed below. 

**A second proposed change relates to the method of dealings 
with gains from the sale or other disposition of capital assets. 
There is doubt in some quarters as to the wisdom of treating such 
gains as taxable income at all, and with this view I have some 
sympathy, because it appears, imder even the most favorable con- 
struction, that such a tax operates as a bar or hindrance to the 
ready transfer of property. Moreover, it results in imposing a 
burden on the person who sells which is escaped by the one wha 
does not sell. On the other hand, without some such provision it 
might be difficult to reach the gains of income of the professional 
deader or trader in land, or durable capital or consumers' goods; 
and it is of course impracticable to attempt either a statutory or 
an administrative distinction between the professional trader and 
the casual operator. The dilemma is a serious one, and, all things 
considered, it may be wiser from the practical standpoint to impose 
the tax. In this event some limit should be set to the amount of 
increase in capital value which is to be subject to the tax. The 
successive federal acts have retained March 1, 1913, as the date 
for the determination of the basic value of property acquired 
theretofore, and in the event of sale or other disposition they have 
required the inclusion in gross income of the whole gain accruing 
since that time. A seven-year interval has already elapsed and 
there is no apparent disposition to move the basic date forward;, 
meantime, as values advance every owner of property, and especi- 
ally of real estate, finds himself less disposed to effect a sale or 
transfer because of the increasing tax burden due to the gradua- 
tion of tax rates. This will mean, if continued, that land and 
capital goods will in many cases be retained by those whose use of 
them is less efficient and the entire community will be penalized by 
this check upon alienation." 

" According to the distinction set up by Professor Selig^an in a 
recent paper,^ the man who sells has realized his gain, hence it is 
income, but the unrealized gain of another man who owns the 
same kind of property, say a farm, and does not sell it, is an accre- 

« Seligman, "Are Stock Dividends Income?", Am. Econ, Rev., IX, p. 517^ 
Sept. 1919. 
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tion to capital, hence not income. It is impossible to convince the 
average farmer or business man of the soundness of this distinc- 
tion, or at least, of its wisdom in a tax law, when the practical 
effect is to penalize so heavily the man who sells." 

In this connection I find myself quite unable to accept the New 
York income tax ruling that appreciation in the value of property 
which is g^ven away is income and should be taxed to the donor. 
Even if we accept realization as the test of taxable income, the 
strain on the construction of that word is heavier than it will bear 
when it is held that the additional satisfaction of giving something 
of higher value shall be construed as income upon which a tax 
shall be paid.* 

The question is, did this man sell his holdings or did he give 
them to his wife ? He could not do both, with the same stock. If 
he actually sold in a higher market, then the test of realization 
would apply and he would be taxable on the gain realized even 
though he gave it away. But if he gave the stock to his wife, the 
mere fact that it was then quoted above the price which he paid 
for it no more constitutes taxable income for him than does the 
rise in farm values mean realized or taxable income for the man 
who does not sell. 

The proper treatment of stock dividends is another moot point. 
For the present the federal practice appears to be settled, but 
there is no assurance of permanence in the existing disposition of 
the matter and there will be none until the stock dividend is defi- 
nitely excluded from the concept of income or until reference to it 
altogether disappears from the federal statute. There is no neces- 
sity for reviewing the excellent discussion which this subject has 
had in the Bulletin and we may dismiss it with the recommenda- 
tion that the stock dividend be excluded from the concept of in- 
come in the model state income tax law. We should base this 
recommendation, however, rather on the ground of economics 

* Cf. Proceedings of New York State Tax Conference, March, 1920, esp. 
pp. 174-175. This view was not expressed by an income tax official. The 
official construction, as set forth by Mr. Graves, is rather confused, how- 
ever, as the following extract from his remarks shows : 

" A man may buy some stock or some bonds or some other property of 
another kind which greatly appreciates in value, as has actually been the 
case in all recent years. If a man is so fortunate in the stock market that 
he gets in on a good thing like Crucible steel last year and he makes a 
million dollars profit he immediately wonders how he can get by with that 
and realize a profit without paying a large portion of it to the federal gov- 
ernment and another small portion to the state government. The result is 
that he usually gives the property or stock to his wife and it is not income 
to her and she is not taxable on it. There has been income realized by 
some one. His stock sold for much more than it cost him and some one 
should pay an income tax.'' pp. 171, 172. 
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than of constitutional law. It would be far better to decline to tax 
them because in the fundamental economic sense they are not in- 
come than to deny to either federal or state government the con- 
stitutional right to impose the tax. 

"Another point at which all income tax laws, both state and 
federal, need improvement is in the means for avoiding the dis- 
crimination which, while not authorized by the language of any 
of these laws, is in practice permitted. This discrimination oper- 
ates against all who live in cities and buy their means of subsist- 
ence, and in favor of farmers and rural dwellers whose subs'stence 
is incidentally produced in the larger farm operations. It is uni- 
versal in income tax laws not to permit the deduction of living or 
family expenses, but in practice such deduction is undoubtedly 
taken by the large majority of farmers. The administrative diffi- 
culties involved in securing a proper return of that portion of the 
farmer's income which is consumed rather than sold or converted 
into cash are tremendous, and these difficulties are enhanced by the 
well-known shortcomings of farmers' accounting methods. It is 
hardly surprising that farmers and rural dwellers generally dis- 
regard the value of products consumed in making a return or in 
considering whether they should make a return at all. An effec- 
tive state administrative organization, with income tax assessors 
who could come into fairly close contact with the rural population, 
would undoubtedly have a better chance at securing proper return 
of such income than the federal authorities have. Such adminis- 
trative efforts would have a much greater probability of success if 
the law imder which they were made contained very definite pro- 
visions relating to income of this sort; and every state income tax 
law should contain such provisions." 

" It is true that in the somewhat similar matter of house rents, 
the Wisconsin tax commission found that the game was not worth 
the candle. The Wisconsin law of 1911 required the inclusion, as 
income, of the estimated rental value of premises occupied by the 
owner, against which, as deductions he was to be allowed the ex- 
penditures for maintenance and repairs. The efforts involved in a 
proper estimate of rental value and the proper accounting for de- 
ductible outlays were so disproportionate to the result that this 
provision was repealed in 1917.'^ The two cases are not exactly 
parallel, for, in the case of produce consumed on the farm, no 
separate deductions as expense would be necessary. When the 
farmer does make a return he deducts the entire expense of the 
farm operations, so that no separate accounting for the cost of 
producing that portion of the product consumed is involved. Fur- 
thermore, the net advantage would be greater in the latter case by 
the difference between the average rental value of dwellings and 
the average value of products consumed by the typical rural family. 
This game would certainly be worth the candle in those states in 
which the agricultural element is significant." 

5 Laws of Wisconsin, 1917, ch. 374; also, Wis. Tax. Com., Report, I9l6» 
pp. 46-51. 
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A further question of great importance is that of the treatment 
of nonresidents. Put in another way, the real problem here is the 
proper method of determining liability to the income tax. To the 
present, two plans have appeared in the state practice, either of 
which, consistently followed, would produce uniformity of result. 
The first is the Wisconsin plan of geographical situs of income 
source, by which all income arising from sources within the state 
is taxable, whether received by residents or nonresidents. This 
rule involves legislative or administrative determination of what 
constitutes a source within the state, and in the case of intangibles 
the familiar rule of situs has been applied. The other plan is that 
suggested by the Model System, of taxing residents only, but upon 
their total income from all sources. Some of the states have 
attempted to apply both of these standards, taxing the resident on 
his total income from all sources and at the same time taxing in- 
come arising from sources within the state when received by a 
nonresident. In some instances they have even thrown overboard 
the generally accepted rule of situs for intangibles, when these 
are the obligation of a resident or citizen of the state. In the 
general policy of taxing nonresidents the states have had the 
parallel example of the treatment by the federal government of 
incomes received by alien nonresidents from sources within this 
country, while taxing the incomes of citizens and residents from 
all sources. 

The provisions relating to the nonresident in the income tax 
laws enacted since 1911 call for brief comparative consideration, 
for at this point more than any other is the tendency to diversity 
of practice most apparent. Eight states have enacted legislation 
imposing taxes upon personal incomes since the Wisconsin act of 
1911. The latter is not comparable with these because of the dif- 
ferent basis used in determining tax liability in general. Of the 
eight state laws in question, that of Mississippi (1912), Massa- 
chusetts (1916), and Delaware (1917) apply only to the incomes 
of residents. The Oklahoma law (1915) provides that the tax 
shall be assessed annually "upon the entire net income from all 
property owned, and of every business, trade or profession carried 
on in this state by persons residing elsewhere.'* The Missouri law 
(1917) throws to the winds the accepted principle governing the 
tax situs of intangibles by imposing the tax upon "the entire net 
income . . . from all sources within this state by every individual, 
a nonresident, including interest on bonds, notes or other interest- 
bearing obligations of residents, corporate or otherwise." The 
New York law (1917) contains the following language: "A like 
tax is hereby imposed . . . upon and with respect to the entire net 
income as herein defined, except as hereinafter provided, from all 
property owned and from every business, trade, profession or 
occupation carried on in this state by natural persons not residents 
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of the state." The New Mexico law appears to make the business 
domicile the test of tax liability for both persons and corporations, 
but it specifically designates tiie income of domestic corporations 
and that of "all persons, firms or corporations owning or oper- 
ating mines, oil or gas wells." North Dakota (1919) followed in 
general the Wisconsin plan of taxing residents and nonresidents 
on all income received from sources within the state, but dealt 
much more strictly with certain forms of income by making the 
nonresident liable to tax on " interest on bonds, notes or other 
interest-bearing obligations of any corporation, joint stock com- 
pany or association organized or doing business or owning prop- 
erty within the state." An amendment of 1920 exempted the in- 
come of money of nonresidents on time deposit in banks within the 
state, but the basis of this discrimination is not clear. 

The treatment of deductions and exemptions to nonresidents is 
not quite as varied as the provisions which impose the tax. Dis- 
crimination of this sort has been condemned by several courts 
and the restraining influence of these decisions may be expected 
to promote uniformity in this respect. On the other hand, the 
New York law is the only one which contains any evidence of a 
desire to relieve the nonresident of the burden of double taxation 
of income. Even in this law there is a rather grudging spirit in 
the proviso which restricts the concession to the residents of those 
states or countries the laws of which grant a substantially similar 
credit to citizens of New York, or which tax their own citizens on 
income received from sources within New York state while ex- 
empting the personal income of New York citizens. No credit is 
allowed for income which is exempt in the other state or country. 

It is perfectly evident that the policy of taxing the nonresident 
according to diverse and sometimes discriminatory standards, if 
allowed to continue, is destined to be a source of ever-increasing 
friction between the states. There appears to be serious doubt as 
to the efficacy of the legal remedies which are available in some 
states for the collection of an income tax assessed against a non- 
resident, and to the extent that this view proves to be well-founded 
the prestige of the income tax in general is certain to suffer. 
Moreover, there is a sort of discrimination, probably not inten- 
tional, in the very application of the rule that intangibles follow 
the domicile of the owner. Thus, New York does not tax interest 
and dividends paid to nonresidents by corporations in the state, 
but does tax wages, salaries, commissions and other compensation 
for personal services received by nonresidents from sources within 
the state. A resident of Jersey may draw a million dollars a year 
from New York in the form of interest and dividends without 
paying an income tax; but the clerk, the artisan and the salesman 
must pay on their personal earnings. This means that certain 
forms of funded income are exempted, while all unfunded in- 
comes are taxed. 
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In much of the talk about the taxation of the nonresident there 
appears to be the same sort of mercantilistic fallacy that is found 
in so much of the opposition to the remittances made by immi- 
grants to their home countries. The immigrant earns his money 
here and sends it home to be spent, and it is said that we are the 
losers; similarly, the nonresident who earns a living by working 
in a store or an office on Manhattan and who spends his income in 
New Jersey is thought actually to have taken something out of 
New York to the loss and detriment of that state (See the discus- 
sion of the subject at the Ninth State Conference on Taxation, 
Utica, N. Y., March, 1920, pp. 176-177). In both of these cases, 
if the laborer has been employed in really productive work, he has 
presumably given a fair equivalent for the wage received, and that 
fair equivalent has already contributed to the increase T)f wealth 
•on Manhattan, or in the United States in the case of the immi- 
grant. The mere fact that the money income is spent elsewhere 
means no necessary loss of wealth to the employing district, be it 
a state or a nation, but rather an increase through the product 
<:reated; and the real problem is to discern the character of this 
increase and to reach it in some appropriate way, rather than to 
look with envious eye on either the immigrant or the commuter, 
whose lot at best is sufficiently hard. 

In view of these and other objections to the taxation of non- 
residents the choice between the alternative methods of determin- 
ing liability to the state income tax is not difficult to make, for the 
way to a decision has already been pointed by the Association's 
committee on a Model Tax System. The course of the commit- 
tee's reasoning, by which it is held that the proper basis of lia- 
bility to the payment of a personal income tax was the personal 
obligation of the citizen to the government under which he re- 
sided, is familiar to all members and need not be restated here. 
The Wisconsin rule of geographical situs puts the ultimate respon- 
sibility for income tax on the income-producing property rather 
than on the person who enjoys the income and the protection of 
the government under which he lives. It is hardly appropriate to 
consider such a tax a personal income tax as the Model Tax Sys- 
tem defines the latter. The Wisconsin commission now recom- 
mends the correction of this feature, which like other character- 
istic points of the Wisconsin law, was the product of cautious pio- 
neering rather than of confusion of thought. * The North Dakota 
law illustrates the ease with which double taxation of certain forms 
of income may be brought about through the misapplication of the 
Wisconsin rule. 

The New York plan of reciprocity in the treatment of nonresi- 
dents, if construed and applied in a liberal and reasonable way, 

• Wisconsin Tax Commission, Report, 19 18, p. 8. 
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does afford the possibility of uniformity of practice. As Professor 
Seligman suggested in his paper in the November, 1919, Bulletin 
(p. 40), there is no double taxation of the income of the nonresi- 
dent until his state of residence actually levies an income tax; 
and the presence of this provision in the New York law may serve 
as an incentive for other states to introduce similar provisions. 
None of the laws passed before the New York act have qualified 
under this provision, however, so that there has been, thus far, no 
practical advantage in the plan as a remedy against possible double 
taxation. The suggestion has only a temporary usefulness in any 
case, however, for with the income tax in general use among the 
states, the practical effect of such an arrangement would be the 
exemption of the nonresident; and our best course, in a long run 
view of the matter, would be to accept the recommendation of the 
Model Tax System. 

It should, of course, be made clear that we are not opposing the 
tax on nonresidents on the ground of inadequate jurisdiction on 
the part of the state imposing the tax. The courts would probably 
have little sympathy with this view, however weak the remedies 
may prove to be for the collection of the tax when assessed. We 
should recognize that the state has the constitutional right and 
power to tax the nonresident upon his income received or upon 
property or business located within the state, biit that such a policy 
is so fraught with disastrous possibilities for the future of the in- 
come tax as a whole that it ought not be undertaken. 

Such a policy with regard to the general question of liability ta 
the income tax gives us a perfectly clear solution to certain related 
problems which involve the residence of the taxpayer. The first 
of these is the question of trust estates. The correct principle here 
would be that the residence of the beneficiary and not the residence 
of the fiduciary should govern, whenever the former is a definite 
penson whose existence and domicile can be ascertained. If the 
income is being accumulated for the benefit of unknown or un- 
ascertained persons, or for beneficiaries with contingent interests, 
the estate would properly be domiciled at the residence of the fidu- 
ciary, and should be taxed there while any of these conditions 
endure. 

The second case is that of the partner. The partnership as such 
is not taxed under the personal income tax, but the members should 
be liable as individuals upon their share of the entire net income, 
whether distributed or not. The Massachusetts law expressly ex- 
empts the nonresident member of a domestic partnership, but in 
New York such a person would apparently be taxable. Singularly 
enough, however, this embarrassment could be remedied easily by 
the simple expedient of incorporation, for that portion of his in- 
come which came to the nonresident member as interest or divi- 
dends would then be exempt. 
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III 

My third topic is the relation of the income and property taxes. 
It is, perhaps, going somewhat afield to discuss this problem in the 
present connection, but if we are to outline a revenue measure 
which will be acceptable to many states we must not neglect a 
matter of such importance, even though it be an indirect one. 
The property tax is far from the scrap heap, and in some places it 
seems to have taken a new lease on life in its most undesirable 
form, the general property tax. In fact, the best argument for the 
income tax in not a few states will be that it is a substitute for at 
least a certain part of the property tax. We are dealing here less 
with problems of interstate complication than with the general 
proposition of the acceptability of the income tax. 

The most important question at this point is the proper relation 
between the income tax and the taxes on property which are to be 
retained with it. To this question the Model Tax System has 
already indicated the main lines of a satisfactory reply — ^the ex- 
emption of intangibles and the levy of rather low taxes on tangible 
personalty, which may be handled in one class or classified into 
certain groups as local circumstances permit or seem to require. 
Such a distinction between tangibles and real estate is admitted 
not to be fundamental to the success of the program, but is based 
rather on practical considerations of efficiency in administration. 

There will be little difference of opinion here over one feature 
of this proposal, which is the exemption of intangibles from the 
property tax. The states with the most successful income tax ex- 
perience, Wisconsin, Massachusetts and New York, have followed 
this plan and their success is in no small part due to their willing- 
ness to abandon the fruitless quest for intangibles as property, a 
move which insures at the outset vastly greater success in the in- 
come tax returns as the specter of the property tax is quieted for 
good. It is a foregone conclusion that the state income tax will 
fail more or less completely if it is set up alongside the property 
tax on intangibles, as was recently proposed in Ohio. 

On the other hand, the treatment of tangible personalty shows a 
certain divergence, which is due in part to local circumstances and 
in part to some confusion with regard to the proper relation of the 
income and property taxes. Massachusetts continues to tax tan- 
gibles at local rates on the same basis as real estate; Wisconsin 
and New York retain the property tax on tangibles but the exempt 
classes have been extended until only a small part of the total 
quantity of such property is actually subject to the property tax, 
and in the former state the well-known device of the "personal 
tax offset" is still in operation. North Dakota and New Mexico 
permit the deduction of all state and local taxes on personal prop- 
erty from the amount of income tax due; and the constitution of 
North Carolina provides that no income tax shall be levied against 
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the income from any property on which a property tax has been 
paid. Again, these divergences are not so serious from the stand- 
point of interstate complications, except as they are related to the 
problem of the nonresident; but the bugaboo of double taxation is 
so often effective in opposing sound reform proposals that it seems 
worth while to straighten the matter out. 

From the standpoint of theory there is no sound objection to a 
tax on property as such and another tax on the income from that 
property. We must recognize that property and income are two 
different and distinct objects of taxation, and that there is neither 
inconsistency nor injustice in following the plan of the Model Tax 
System by combining these two taxes. The only point at which 
the double taxation argument is valid is in the case of intangibles, 
but the conflict here is not between the property tax and the in- 
come tax, but between the legal concept of property or property 
rights and the economic concept of property. While intangibles 
are subject to the property tax, there is double taxation whether 
there be an income tax or not, and this evil cannot be corrected 
by withholding the income tax, but only by an adjustment of the 
property tax to sound economic concepts. Wisconsin, Massachu- 
setts and New York are the only income tax states in which has 
been shown a proper grasp of this fundamental proposition in the 
treatment of intangibles. 

Whether tangible personalty shall be exempted from the prop- 
erty tax or not as the income tax is applied, should be determined 
primarily by local considerations of administrative effectiveness 
and expediency, and by the revenue needs of the particular state 
and its subdivisions. There will be no violation of principle if the 
property tax on tangibles is retained, although the Committee on 
the Model Tax System suggested a restriction of the tax rates on 
such property, again largely for reasons of expediency. The same 
can be said of any reasonable plan of classification of tangibles 
which would lead to a withdrawal of certain classes from the 
property tax, as has been done in Wisconsin and New York. This 
selection was determined historically in each state by the results 
of their efforts at a proper listing and assessment of certain classes 
of tangible personalty, and their decision to substitute an income 
tax for the property tax was a perfectly sound conclusion from 
these premises. We may conclude, therefore, that every state 
which introduces a modern income tax should exempt intangibles 
from the property tax; and that tangible personalty may be ex- 
empted, in whole or in part, or may be taxed as property as the 
income tax is levied, without violation of the canons of justice. 

Thus far I have discussed the income tax as it is found in the 
federal statute and in such state statutes as those of Wisconsin 
and New York, with a single schedule of rates applying to the 
taxable net income as this concept is defined. In general, I con- 
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sider this form the proper model or type for an income tax law. 
But the process of withdrawing tangibles from the property tax 
such as has gone on in Wisconsin and New York, and the com- 
plete withdrawal of intangibles from property taxation in these 
states and in Massachusetts raises the question of the differentia- 
tion of income and of rates from two different angles. The first 
is that of revenue — ^the loss in revenue through continued exemp- 
tions must be made up by higher income tax rates, steeper progres- 
sion, or, as in Massachusetts, by a marked difference in the tax 
rates on different classes of income. The second phase of the 
question of differentiated rates rests on the desirability of distin- 
guishing between funded and unfunded incomes. The Committee 
on a Model Tax System did not reconmiend the attempt to distin- 
guish between funded and unfunded incomes in the application of 
the income tax because of the administrative difficulties involved 
and because this would be the practical effect of the combination 
of income and property taxes proposed. This distinction is also 
very difficult to make in practice because income is almost always 
a mixed fact and is seldom capable of exact analysis into its pure 
forms of rent, interest, wages and profits. If it should be desir- 
able in any state, for administrative or other reasons, to exempt all 
or a large part of the tangible personalty, the practical results indi- 
cated by the Model Tax System might be obtained by an adapta- 
tion of the Massachusetts income tax, or even the British income 
tax. Any classification of incomes such as is found either in Eng- 
land or Massachusetts is to a certain degree arbitrary; but a 
reasonable plan of this sort would doubtless increase the yield 
while it might encourage progress in dealing with some of the 
more troublesome problems of personal property taxation. 

IV 

My final topic relates to some matters of administration. I 
readily endorse the suggestions contained in the Model Tax Sys- 
tem to the effect that the administration of the income tax should 
be centralized, and that in most states a state tax commission or 
state tax commissioner will prove to be a necessary controlling 
head. It goes without saying that ample powers of inquiry, ample 
resources of organization, and adequate penalties for violation, are 
fundamental to successful operation. My interest here is not so 
much with these general matters of administration as with certain 
details which affect the ease and efficiency of administration. On 
these points I venture to quote again from the paper to which 
reference has already been made. 

" For the actual calculation and assessment of the amount of in- 
come tax due, there have been developed, in general, two methods. 
One method, which is illustrated in the federal practice, is to re- 
quire the taxpayer to calculate the tax due and remit all or a part 
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of it with the return. After an audit, which is supposed to be 
made promptly but which may not occur until a lapse of one or 
more years, the correctness of the return and of the payment is 
finally determined. The other method, which is found in Massa- 
chusetts, is the calculation of the tax due by the administrative 
officials. Returns are due by March 1, the assessment or deter- 
mination of the tax due is made in the office of the income tax 
deputy, and tax bills are mailed, by September 1, and the tax is 
payable by October 1. This plan has the merit of a prompt deter- 
mination of the tax due, although it is open to the objection of 
hasty auditing, additional clerical and postage expense, and possible 
inaccuracy due to crowded work. On the other hand, it may lift 
a part of the burden of preparing the tax return from the taxpayer. 
Certain deductions allowed from the interest and dividends tax- 
able under section 2 are permitted by section 3, and the calculation 
involved in this deduction is almost necessarily performed by the 
tax officials, since the method of determining the deduction pro- 
vided by the section is almost certainly incomprehensible to the 
average taxpayer. 

" A necessary part of the administrative machinery of every tax 
act is the procedure for review and abatement of assessments. 
This is always a difficult problem, for neither of the practicable 
alternatives is wholly satisfactory. In general, the tax assessing 
and administrative officials may be designated as a reviewing 
board, whose findings on the facts may be final ; or an appeal may 
lie to some outside authority, usually a court, which is often lack- 
ing in the technical qualifications required for passing upon dis- 
puted issues of fact. All things considered, the review upon the 
facts should be conducted by the higher taxing authorities, with 
proper safeguards for the protection of all legal rights by the 
courts. 

" A third variation in systems of collection is found in Wis- 
consin; and especially for the income tax, this plan appears to 
possess decided advantages. The income taxes assessed are certi- 
fied to the local collectors of property taxes and are entered on a 
separate tax roll or duplicate, for collection at the same time and 
in the same manner as other taxes. The low personal exemptions 
which should be allowed in a state income tax mean that a large 
number of persons will become liable for income tax who do not 
ordinarily have a bank account. These persons will be obliged, 
otherwise, to remit to the state by means of money-order, draft or 
in cash. There will be additional expense and inconvenience to 
these taxpayers, and a possibility of some loss if cash is sent. Pay- 
ment to the local collectors avoids what might become a source of 
friction and complaint against the law. 

" A final question to be touched upon is that of the proper dis- 
position of the receipts from the state income tax. All of the 
states except Wisconsin, New York and Massachusetts retain the 
entire proceeds for the use of th^ state government. None of 
them is hampered as Ohio is, with a constitutional requirement that 
at least one-half of the yield be distributed to the municipality or 
township of source. Whether the yield is to be retained by the 
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state or distributed locally is always a matter of purely local con- 
cern, but this much seems clear from the experience of Wisconsin, 
and it makes the outlook especially discouraging in Ohio, that it is 
unwise to undertake distribution of any large part of the tax to 
the district of source, assuming that the source can be unfailingly 
determined. Under the plan of returning 70 per cent to the dis- 
tricts of origin, certain rural towns in Wisconsin in which large 
industrial plants are located appear to be receiving an income far 
in excess of their requirements, a condition which is certainly not 
conducive to economy of public management. Beyond the extent 
to which an equalization of revenue is required by the exemption 
of intangibles or other personal property, the best use of the in- 
come tax would appear to be for interests or purposes which are 
statewide, such as education, public health conservation, and sim- 
ilar activities. The example of Massachusetts, in setting aside 
$4,000,000 from the proceeds of the income tax as a state school 
fund for the equalization of educational opportunities throughout 
the state, is worthy of emulation." 

Chairman Bullock : The next speaker is Mr. Mark Graves of 
New York State, who is in charge of the administration of the 
New York State income tax. Mr. Graves — 

Mark Graves, of New York : Mr. Chairman, and gentlemen of 
the convention, I am impressed with the very practical way in 
which this session of the convention has been handled. I was 
impressed when I first saw the program ; I was impressed by what 
our distinguished chairman said; I am impressed by the practical 
way in which Mr. Bond performed his part of the program, and 
by the excellent paper just read by Professor Lutz; in fact, while 
we are on this subject of being practical, I am reminded of a story 
which illustrates how we are becoming a very practical people. A 
certain man had a son about ten years old. One day he came to 
his father and propounded this inquiry : " Do bees and cows go to 
heaven when they die ?" His father answered, " Why, no, son ; 
why do you ask ?" The boy replied, " I am wondering if all the 
talk about milk and honey in heaven is not bunk.*' 

I hope that what I have to say in this session may be quite as 
practical as that of the speakers who have preceded me and those 
who will follow. I am somewhat more lazy than Professor Lutz, 
and my esteemed friend from Massachusetts, Mr. Shaw, who will 
follow. I prepared no paper. In that way I am in Mr. Orr's c'ass, 
I am another of those '* fall " guys. I read the Bulletin a few 
months ago, in which it was said in substance that an oral discus- 
sion, without a prepared paper, is more interesting in a convention 
of this character, and I fell for the idea. 

As you know, we have a state income tax law in New York. 
We think we have a good one. I admit that it might, in my 
opinion, be bettered in some respects. I am not here to describe 
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it in glowing terms; I am not here to tell you that it is the one 
and only kind of a state income tax law. If I did that, Mr. Shaw, 
who follows me, and our friend from Wisconsin, would probably 
go me one better. In fact, I should find myself in the position of 
the Scotchman who was bragging one day about his mother's won- 
derful hen. He averred she would hatch out anything — ^tennis balls 
or lemons, etc. ; he said, " Why a few days ago she sat on a cake 
of ice and hatched out two quarts of hot water." An Irishman 
present remarked, " That reminds me of the club-footed hen my 
people had. One winter by mistake they fed her on sawdust in- 
stead of meal. She laid twelve eggs and sat upon them, and 
hatched out twelve chickens; eleven of them had wooden legs and 
the twelfth one was a woodpecker." 

So, I shall not contend here, as I am speaking in the middle of 
the session, that the New York state income tax law is the only one. 

I shall now address myself, if you please, to some features of 
the law which Mr. Bond has prepared and explained to us. There 
is very much in that law to be commended. I wish I had time in 
which to point out the things wherein I agree with Mr. Bond as 
well as those with which I disagree. But time will not permit 
that. This bill contains much of merit. It contains some debatable 
points; it contains some features which, in my opinion, are objec- 
tionable, and within the limited length of time which I have to 
speak, I shall mention those, and those only, which I consider ob- 
jectionable.' 

First, if you will refer to the bill or remember it as explained, it 
provides for the filing of returns on the fifteenth day of the third 
month after the end of the income year; it also provides for the 
assessment of the tax by the tax commission, and the rendition of 
bills on the first day of September next following. I believe that 
plan impracticable. My notion is that the tax should be paid at 
the time of filing the return, as provided in the federal revenue act 
and as is required by the New York law. Briefly my reason for 
that belief is that it is physically impossible for an income tax 
bureau, unless it be over-organized — unless it have too large a 
number of employes — ^to audit within the 145 working days allotted, 
the number of income tax returns presented, and to audit them in 
a thorough manner. 

In the state of New York we had received to the first of Sep- 
tember, when I left New York, 729,000 returns. I well know that 
if our entire office force should devote all of its time between 
March fifteenth and September first to the audit of returns, we 
could give but a most superficial audit; but we have other things 
to do. 

Under the bill as prepared by Mr. Bond, we call for information 
at the source. That requires, in a state like New York, the presen- 
tation of a great number of informational returns for income 
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earned. We have in round numbers 1,500,000 of these. Before 
we can proceed with the audit, we must file, and match with re- 
turns the 1,500,000 information reports received. 

Dealing in large numbers means nothing until you analyze it, 
until you say to yourself, " How many returns could I sort and 
index and file and match with a tax return in one working day ?*' 
So I say, that I believe our plan of having the tax paid with the 
return, and then of giving the administrative authorities the full 
year within which to audit those returns is much better. 

Not only is this provision unwise from the standpoint of time; 
it is also expensive. It makes little, if any, additional work to re- 
ceive payment of the tax when the return is presented, but for us 
in New York to prepare 729,000 assessments, mail 729,000, and have 
729,000 payment transactions with taxpayers, means materially in- 
creased collection costs. Just get this thought; every added step 
with reference to a taxpayer — every new operation with respect to 
a return, means not that one motion, but in our case 729,000 actions 
to be taken. We cannot afford to lose administrative simplicity. 
The cost is too great. 

Second, I disagree with the provision with reference to the pay- 
ment of the entire sum into the state treasury. That may work 
well in Massachusetts; it would work perhaps equally well in New 
York, if we had similar laws, but in New York, when a dollar gets 
into the state treasury, you can never get it out except pursuant to 
an appropriation. I venture to say that some of the other states 
here represented may have a state finance law which resembles in 
that respect our New York state statute. 

My notion is that the provision for the payment of the money 
into the fiscal office of the state should be more elastic. I believe 
the money collected should be retained by the tax commission, and 
periodically — whether it be monthly or at the end of two, three, or 
six month periods — distributed by the commission, or other admin- 
istrative officer, after first retaining some adequate sum with which 
to pay refunds. That is very important. If a man has a refund 
due him, he is not content or satisfied when advised that he will 
have to wait until Congress or imtil the state legislature appro- 
priates a sum of money out of which to pay the refund. More- 
over, I believe there should never get into the state treasury any- 
thing more than the state's share of the tax; that the tax commis- 
sion should apportion between the municipalities entitled to some 
share of the tax, the part due them. 

Thirdly, I shall speak of the distribution. I believe the plan 
outlined in the law just explained is defective. Put simply, Mr. 
Bond's proposed act would distribute the share allocated to muni^ 
cipalities in the proportion in which taxes were received from 
people domiciled in those localities. Conceivably there are states 
where that kind of an apportionment might work well; it would 
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not work well in New York, because we have places where rich 
people are colonized. We have one very small city on Long Island 
where more millionaires live than in any other place within the 
state. 

Under this plan, which is proposed, that city would receive a 
portion of the income tax more than sufficient to pay all local ex- 
penses or charges. In fact, I believe we have had in New York a 
disastrous experience with our franchise tax where it was appor- 
tioned on some similar basis. There were some two or three 
towns in the state that had more money than they knew what to 
do with. They had to devise and invent ways and means of spend- 
ing their share of our franchise tax. Furthermore, in that distri- 
bution section, I think we should leave blank the fractional part 
which is to be apportioned to the state. In the bill which we have 
heard explained, one-fifth of the total collection is to be allocated 
to state purposes. In our model law which we are going to recom- 
mend and advise, I think we should leave a blank space where the 
one-fifth appears. In New York state we take one-half of it. In 
fact, in every state I have a notion that it will depend upon the 
condition of the state finances or on the condition of the finances 
of municipalities within the state as to just what portion should be 
retained by the state, and what share should be apportioned to 
localities. 

One section is devoted to the report of collections to assessors. 
The idea is excellent, but in my opinion a section of that nature 
has no place in a model law : first, because it is not necessary ; and, 
second, because it would cause the income tax bureau to work 
against time. Under this provision the bureau must be in posi- 
tion by August first to advise each of the municipalities of the 
state its probable share of collections. Just' visualize for a mo- 
ment the situation of the administrative officer. He receives, as 
we are receiving in New York, 730,000 returns on March fif- 
teenth. By August first he must have determined, first, under 
this plan of distribution, how much was collected from each one 
of the 931 towns, 62 cities, arid 465 incorporated villages. Second, 
he must have audited these returns and determined the taxes; 
and third, he must have made an apportionment between these 
numerous municipalities to which I have referred. The depart- 
ment would be tied at one end. It would, as I say, be working 
against time. It would have to complete a job by a certain definite 
date, which is desirable in some instances, perhaps always, but 
under the plan outlined in the law, physically impossible of accom- 
plishment with a limited force in a great state like ours. 

I said this part of the plan was first unwise and second unneces- 
sary. It is unnecessary because we have been through the experi- 
ence in New York. Our law does not require us to certify the 
information, but we have been called upon by the cities and many 
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towns and some villag-es to give them an estimate which they might 
incorporate in their budgets, and through the kindness of the state 
tax commission in furnishing us certain data, and by basing our 
guess on the estimate of the amount to be produced by the law, 
we have furnished municipalities their probable revenue from this 
source, which serves every practical purpose. In the future, after 
the first year of the operation of the law, that will be relatively 
easy, because we sh^ll have experience to guide, and for the pur- 
pose of making a municipal budget, you need only experience to 
aid in estimating revenues. That need not be done exactly. 

There is yet a third objection, which is this, it provides for the 
<:ertification to local assessors: If the section were to stand, it 
should require that the certification be made to the officer or board 
charged with the duty of compiling the budget. 

We have a section dealing with information at source. There 
is just one feature of that section which I find objectionable. It 
is not oflfensive from the standpoint of the state, but in all mat- 
ters of this kind we must take into consideration the amount of 
trouble we are imposing upon innocent third parties. Frankly, 
while I am in a position where I should perhaps not consider 
the poor withholding agent, the fact is, I am somewhat sympa- 
thetic for him. The particular paragraph in that section wliich 
I have in mind is the second one, and, by the way, I am not a 
corporation man, never have been and never hope to be — it pro- 
vides that every corporation doing business in the state, or in the 
commonwealth, shall render a correct return to the tax commis- 
sion of its payments of dividends. This is an unfortunate pro- 
vision. Some of our corporations, I believe, do business in twenty, 
twenty-five or thirty or more states. Under the provisions in this 
paragraph as written, a corporation doing business in twenty 
states would be called upon to make twenty returns of dividends, 
irrespective of the size. Let's look at it from an administrative 
standpoint. Frankly, I do not know how many people I should 
need to do what I should feel it my duty to do if I had informa- 
tional returns of that character from all the corporations doing 
business within the state of New York. 

In any event, if such a provision were to be inserted, the report 
should be limited, in my opinion, to dividends paid to persons 
domiciled in or resident of the state. I have noted some other 
points which I wish I had the time to discuss, but with the permis- 
sion of the Model Tax Committee, I think I shall prepare a brief 
covering more fully the points which I have stated, and those other 
points which I should like to talk about. I thank you. 

Chairman Bullock: Before introducing the next speaker, 
brother Holcomb reminds me gently that he has an announcement 
to make. 
20 
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Secretary Holcomb: They tell me that those who are intend- 
ing to go to the organ recital must absolutely be there at the en- 
trance five or ten minutes before one, because at one o'clock the 
doors are locked, so that you better bear that in mind. 

Also bear in mind that the photograph will be taken this after- 
noon on the capitol steps at about four-thirty, or thereabouts. 
Also, if any of the gentlemen happen to require space to go East,, 
you had better see Mr. Bailey at once ; that is, those that think they 
must go tomorrow, but cannot get space now. See Mr. Bailey,, 
and he may be able to arrange space ; it is necessary to hand your 
names in now, shortly. 

Chairman Bullock : I now introduce Mr. Irving L. Shaw, In- 
come Tax Deputy, who is at the present time in charge of the ad- 
ministration of the Massachusetts income tax. 

Irving L. Shaw, of Massachusetts: Mr. Chairman and gen- 
tlemen of the conference, I have planned to confine my remarks 
entirely to the questions raised by the last three sections of the 
proposed law in connection with the taxation of non-residents, and 
if my story is a little bit disconnected, it is due to having to cut 
out some part of it, due to the limitation of time. 

DOMICILE AS THE CRITERION OF LIABILITY TO 
PERSONAL INCOME TAXATION 

IRVING L. SHAW 
State Income Tax Director, Massachusetts 

Save for the self-imposed limitations contained in the federal 
Constitution, the powers of the sovereign states in respect of the 
method of raising the revenues necessary to meet the expenses of 
state government are complete, unimpaired and restricted only by 
the express limitations of their own constitutions. 

In the earlier periods of national history, imder the relatively 
simple business conditions then prevailing, comparatively little 
hardship was likely to result from conflict of jurisdictions in the 
application of local taxation laws; but with the growth and ex- 
pansion of interstate communication and the ever increasing intri- 
cacy of modern business and investment, jurisdictional over- 
lapping, resulting in multiple liability to taxation upon the same 
subject matter, is fast becoming a fertile and prolific source of 
friction, complaint and general dissatisfaction. 

Modern taxation legislation in many states seems singularly to 
have failed to give that rational regard to the principles of inter- 
state comity, which alone can be expected to secure a modicum of 
acquiescence and honest response of the governed to the neces- 
sities of revenue collection within the several states. 
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An instructive example of the consequence of such disregard is 
to be found in the chaos into which the application of the inheri- 
tance tax laws of the various states has been plunged through the 
insistence of many states in exacting the last possible pound of 
flesh within the ultimate jurisdictional limits. Today the settlement 
of a decedent's estate, embracing the not unusual diversity of in- 
vestment, involves returns, reports, controversy and frequently 
expensive litigation in from several to nearly a score of different 
states within the nation. The expense and waste, both in money 
and effort, entailed in this condition of affairs is believed to be all 
out of proportion to the additional revenues derived by the states 
adhering to this program in taxation. 

With reluctance, I must admit my own state recently to have 
laid itself liable to this indictment; but, I am glad to say, only 
after several years* trial, by precept and example, to discourage 
this practice (though with no success) and then only because of 
the apparent futility of adhering to the ideal and the urgent de- 
mand for additional revenue. Had the more equitable principle 
become fixed through general recognition, I am convinced that the 
demand for revenue would have been met from other sources. 

At the present time comparatively few states have adopted in its 
entirety the personal income tax system of collecting local revenue 
from intangibles, but owing to its manifest advantages, each year 
will undoubtedly find the number larger and larger, and if this 
unfortunate overlapping of jurisdictions, with its consequent in- 
justice, inequality and waste which has attended the growth of the 
inheritance tax laws is to be avoided, the sooner we arrive at a 
clear understanding of the sound, fundamental principles involved 
and properly evaluate the dangers of violating the rational prin- 
ciples of interstate comity and equity, the better for all concerned. 

What, then, are the desiderata upon which should be based the 
theoretically and practically sound and equitable criterion of lia- 
bility to personal income taxation ? 

The answer to this question will depend to a considerable extent 
upon our understanding of the precise nature of this particular 
kind of taxation. Do we regard it primarily as taxation of per- 
sons, or is it rather the taxation of property, or the income from 
property, with which we are chiefly concerned? 

Considered in the light of the fact that it is a rational attempt 
to provide for the contributions of the governed in proportion to 
ability so to contribute to the expenses of government, it seems in 
essence to be a system of taxation of persons. As to whether it 
may be regarded as a property tax, or an excise, see Pollock vs. 
Farmers* Loan & Trust Company, 157 U. S. 429; 158 U. S. 601. 
Brushaber vs. Union Pacific Railroad Company, 240 U. S. 1, and 
Opinion of the Justices, 220 Mass. 613, at page 620. 

But is not the concept that this is taxation in personam the 
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sound theory? We do not attempt to tax the income from intan- 
gible personal property simply because the securities which evi- 
dence the investment happen to be physically within the jurisdic- 
tion. It is the owner of the securities to whom we look for the tax 
tmder the familiar legal principle mohilia sequuntur personam. In 
essence, it is not the money, goods, or other benefits received by 
the professional worker or laborer for his hire which we subject 
to taxation, since if he has used up the particular goods, or spent 
the money, we compel him to contribute from his other resources, 
merely using the money, or the value of the property or benefits 
earned, as a measure of his ability to contribute to the cost of 
government. 

The liability accordingly appears to be a strictly personal lia- 
bility, and because of this essential element it seems clearly to 
follow that personal income taxation should be regarded and 
treated as a system of taxation of persons and its scope and opera- 
tion tested under the personam theory. 

THE DESIDERATA 

If the above viewpoint is correct, then the principle desiderata 
upon which the jurisdictional limitation of liability to the tax 
should be tested may be stated as follows : 

First, that the criterion adopted shall surely withstand the test 
of judicial scrutiny in every state which may enact this form of 
legislation. 

Second, that it shall be such that every person benefiting by the 
protection of the laws of state and nation shall with certainty be 
liable to contribute to some state his just proportion to the support 
of government. 

Third, that no person shall be so liable to more than one juris- 
diction for the same year's personal income tax. 

The latter consideration presupposes a uniform understanding of 
just what is meant by income taxes of a certain year, and the 
federal income tax terminology to the contrary notwithstanding, it 
is submitted that the most logical meaning to be attributed to this 
phrase is that it designates the year in which the tax is levied and 
payable. Thus, while the income tax of 1920 is computed upon 
the basis of, or measured by the yardstick of the income received 
by the taxpayer during the year 1919 (since there is otherwise no 
completed term for the measurement), the tax is levied upon and 
payable by the person in 1920 to meet the requirements of the 1920 
budget and is consequently to be designated as a tax of 1920. 

The reasoning upon which this conclusion is based is as follows : 
Suppose state A passes a personal income tax law to go into effect 
January 1, 1920, the tax to be measured by the total net income 
received by the taxpayer during the calendar year 1919. Mr. X 
has long been a resident of state A, but removes his home to state 
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B just prior to the date when the new law becomes operative. The 
income tax laws of state B subject all residents of the state on 
January 1 to taxation in January, based upon the income received 
during the prior calendar year. Under this state of facts Mr. X 
pays his first income tax in state B. Not being within the juris- 
diction of state A when its law goes into effect, he cannot be held 
personally liable to taxation in state A. 

Can it logically be said that the tax paid to state B was a tax of 
1919 when Mr. X had been subject to the jurisdiction of state B 
for less than twenty- four hours during that year? His contribu- 
tion is made to, and received and expended by state B during 1920 
and he is presumed to reap a proportional benefit therefrom by his 
residence in state B on and after January 1, 1920. This seems 
clearly to follow as an incident of the personal nature of the tax. 

That this tmiform time of application should be a definite 
moment, or at least a definite date, and not an extended period, 
seems naturally to follow from the fact that if an extended period 
is prescribed, then changes of status within the period inevitably 
will result in multiple liability, which violates the requirement of 
our third desideratum. Accordingly January first of each year is 
suggested as the definite date upon which the criterion of jurisdic- 
tion should be applied, and this is principally because the calendar 
year is the period which will be adopted generally as the income 
measure. 

Again I must confess to a variation from this principle in my 
own state, which prescribes a term of six months* residence at any 
time within which subjects the person to liability for the current 
year's taxes. This feature has resulted in little or no clearly dis- 
cernible hardship up to the present time since only one of the 
neighboring states has within a year adopted an income tax system, 
but as the application of income taxation becomes more general 
this provision of our Massachusetts law calls for reconsideration 
and correction. 

THE CRITERION AND ITS ATTRIBUTES 

When, then, is the criterion of jurisdiction for personal income 
taxation which can be applied on a uniform date by all states ad- 
ministering such laws and will meet the other requirements of our 
desiderata? May any statutory definition safely be attempted which 
will withstand the test of judicial scrutiny, meet the requirement 
of certainty in application, and avoid the possibility of multiple 
liability in different jurisdictions ? 

It would seem to be extremely difficult, if not impossible, to de- 
fine by statute any set of facts which would meet all of these re- 
quirements, but fortunately the common law supplies us with a 
status which admirably fulfils every essential of our postulate, to 
wit: the status of domicile. 
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Does not the criterion of domicile furnish the one legally sound 
and certain test of jurisdiction which is bound to receive identical 
judicial interpretation in all of the states of the nation? Is it not 
the one criterion susceptible of application with certainty to every 
person enjoying the protection of the laws within the nation, and 
the one test least likely to result in multiple liability, if applied 
upon the same date by all states administering personal income 
tax laws ? 

With such an admirable criterion at hand it would seem idle to 
search elsewhere. The only exciise assignable to a desire to ex- 
tend the jurisdiction beyond the scope of this status would appear 
to be a willingness to take advantage of technicalities which would 
inevitably result in the violation of the sound principles of inter- 
state comity and impose an unjust burden upon the citizens of 
other states for the slight gain in revenue which might be ex- 
pected to ensue. 

The attributes of the status of domicile which so admirably fit it 
to serve as a criterion of liability to personal income taxation may 
be outlined briefly as follows : 

First: Domicile is a familiar common law status and as such 
must receive similar judicial interpretation in all of the courts 
throughout the nation — thus it fulfils the requirement of the first 
desideratum. 

Second: Every individual is presumed by law to have a legal 
domicile somewhere at all times; and all persons domiciled within 
a jurisdiction are ipso facto subject to the personal taxation laws 
of the jurisdiction — thus the requirement of the second desideratum 
is met with certainty. 

Third : No person can have more than one legal domicile at the 
same time and a person not domiciled in a jurisdiction cannot be 
held personally liable to its taxation laws — which meets the re- 
quirements of our third desideratum with peculiar precision. 

TAXATION OF BUSINESS 

The domiciliary test of personal liability to taxation on income 
received from stocks, bonds and most other forms of investment 
in intangibles seems so theoretically and practically sound as to be 
likely to meet with little dissent; but for certain practical reasons, 
the application of this principle to the taxation of income from 
profession, employment, trade or business has not been so gener- 
ally acceptable. 

The alternative principle of taxation here involved is the situs 
theory, according to which business carried on for profit in a 
jurisdiction should be there taxed for the benefits it receives from 
its location, even though the owner is a non-resident of the juris- 
diction. 

The expediency of the application of the situs theory at this 
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point seems to proceed from two principal considerations. First, 
the desire for additional revenue, and second, competitive business 
in the same locality should be equally subject to the tax burden of 
the jurisdiction. Perhaps the first might be called the reason for 
this application of the situs theory, and the second, the excuse; 
particularly when both theories are called into operation in the 
same system of taxation. 

In many aspects of the case the situs theory, if carried to its 
logical conclusion and not mingled in the same system with the 
personam theory, would seem to be the most logical for general 
application in business taxation, since thereby the taxation of in- 
dividuals, partnerships and corporations may be brought into closer 
harmony and accord, competitive business in a given locality may 
be taxed under a more uniform measurement of the advantages 
supposed to flow from its location, and the jurisdiction may be re- 
imbursed for the expense incident to the maintenance of the neces- 
sary protective and other governmental functions involved. 

Equity, justice and a rational regard for the principles of inter- 
state comity demand, however, that the adoption of the situs theory 
in business taxation be thoroughgoing and logically complete, and 
to this end the taxation of residents on business income under the 
situs theory should be confined to the income from business carried 
on within the jurisdiction, otherwise the application of this theory 
is open to the serious charge of injustice through multiple liability. 

It therefore seems clear that the application of the situs theory 
in business taxation has no logical place in a system of personal 
income taxation. These two principles of taxation are based upon 
entirely different grounds. One is in essence a measure of the 
ability of every individual personally subject to the jurisdiction, to 
contribute to the cost of government; the other is based upon the 
idea that property and privilege, whether in tangible form or in 
the form of good will, should contribute in proportion to the privi- 
leges enjoyed, regardless of the owner. 

The considerations affecting this phase of the matter seem ad- 
mirably to have been covered in the report of the committee of 
this Association, appointed to prepare a plan of a Model System 
of State and Local Taxation. (See Proceedings of the Twelfth 
National Conference, 1919, pages 426 to 470.) 

The jurisdictional conflict and confusion which inevitably must 
result if a majority of the states, or each member of a small group 
of contiguous states, mingle these two forms of taxation, even 
when the laws contain the saving grace of the provision for credits, 
is, to say the least, disconcerting. Jurisdictional controversy and 
retaliatory legislation would be promoted; vexatious waste of time 
and expense to the public entailed by the necessity of multifarious 
returns and reports ; and a large part of the legitimate expenditure 
of time, money and effort by the administrative bodies would be 
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consumed in obtaining and applying the necessary data to establish 
the right to, and the amounts of such credits, particularly where 
the rates or classes of income subject to the laws of the different 
states vary, as they are almost sure to do, having regard to the 
Varying revenue requirements of the different localities. 

The argument appears, therefore, to be conclusive that none but 
^ persons legally domiciled in the jurisdiction should be subject to- 
personal income taxation, and if, by reason of peculiar location or 
otherwise, the application of the situs principle to the taxation of 
business seems desirable, this form o^ taxation should be applied 
in a rational system of business taxation laws divorced entirely 
from the personal income tax laws. 

This is not to say that business taxation laws may not be admin- 
istered by the same official unit that administers the personal in- 
come tax laws. In fact, for many reasons it would seem to be 
highly desirable that both should be administered by the same 
agency of government. The conclusion here reached is simply 
that the situs theory has no logical place in personal income taxa- 
tion. 

ADMINISTRATION AND EXPERIENCE 

The remaining thought in this connection which I desire to em- 
phasize is the necessity of giving careful and painstaking attention 
to this phase of the administration of personal income tax laws, to- 
the end that the manifest justice and equity of this criterion of 
jurisdiction may not become the subject of attack, by reason of 
neglect or arbitrary and grasping interpretations by administrative 
bodies. 

Due consideration must be given to the fact that every person 
has the inalienable right to choose the place where he will reside 
and make his home, or domicile, and this, even though in his 
choice he is actuated solely or in part by the relative burden or 
leniency of the tax laws of the different jurisdictions. 

The domicile of a person has been defined to mean "that place 
where the person dwelleth or hath his home." It embraces two 
ideas, facto et animo — residence at a place {facta) coupled with 
the intention of making that place his home {animo). Neither 
alone constitutes domicile. Except in the case of persons maintain- 
ing more than one place of residence the facto is usually not diffi- 
cult of determination. The animo is to be drawn from the acts as 
well as from the written or oral statements indicating the mental 
intention. Therefore domicile is something more than a state of 
mind, and in the last analysis is to be determined under established 
principles of law from all the facts surrounding the case. For a 
condensed statement of the principles of the law of domicile, see 
Storey, Conflict of Laws, Eighth Edition, pages 40 to 57, and for 
leading cases upon this subject see Cases on the Conflict of Laws 
by Beale, Volume 1, page 140 et seq. 
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The Massachusetts Income Tax Act (Acts of 1916, Chapter 269. 
Section 2) provides that " income of the following classes received 
by any inhabitant of the G)mmonwealth . . . etc. shall be taxed 
. . . etc." The word " inhabitant " has been repeatedly interpreted 
by our Supreme Judicial Court to be synonymous with domicile or 
legal residence (see Thayer vs. Boston, 124 Mass. 132 and cases 
cited). Thus in Massachusetts the domiciliary test has been ap- 
plied to its ultimate and logical conclusion as a criterion of juris- 
diction in all phases of the income tax law. Estates and trusts are 
taxable only in respect of that proportion of the income which 
passes to, or is accumulated for the benefit of inhabitants of the 
commonwealth. Partnerships doing business in Massachusetts are 
taxable only upon income accruing to the benefit of partners domi- 
ciled in our own state, the shares of non-resident partners being 
entirely exempt from taxation upon the theory that such partners 
are properly liable, to taxation thereon in the state of domicile. 

Early in the administration of our income tax law it was recog- 
nized that careful attention must be given to the numerous and 
oftentimes difficult questions of jurisdiction raised by this well 
established interpretation of the word " inhabitant ". This was 
peculiarly necessary in Massachusetts because of the unfortimate 
prevalence of shifting residence, resulting directly or indirectly 
from the more rigid enforcement, in the later years of its exist- 
ence, of the general property tax law, with its notorious inequal- 
ities of application, and culminating in a somewhat widespread 
and general evasion of this burdensome law through more or less 
questionable claims of domicile in the different municipalities of 
the state as well as in foreign states. 

The degree to which this unfortunate state of affairs was prev- 
alent is indicated by the fact that within about three years the In- 
come Tax Division has investigated over 7,300 claims of domicile 
outside the state alone, most of which have involved taxation for 
two or more years. This number is slightly over 3j4 per cent of 
the total yearly average number of income tax returns received by 
the Division. 

Of this number approximately one-third of the claims, or 1J4 P^r 
cent of the total yearly average number of returns received have 
been found, upon careful examination, to be invalid and the per- 
sons thus claiming exemption have been ruled to be taxable inhab- 
itants. The total additional revenue received from these cases is 
not exactly known, but an analysis of 732 cases determined to be 
taxable discloses resulting taxes amounting to $292,859, or an 
average tax of about $405 per case, while the general average tax 
per case is approximately $70, showing that these domicile ques- 
tions occur with greater frequency as a general rule in the larger 
cases. 

If this average of $405 per case is applied to the total number 
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of cases settled in favor of the commonwealth since the operation 
of the law, the result will be nearly a million dollars of revenue 
which otherwise would have been lost. This is approximately 6J^ 
per cent of the total revenue produced by the law in the year 1920 
and is five times the percentage which the number of cases in- 
volved bears to the total yearly average number of returns. In 
many cases the result also is cumulative in a measure, since once 
definitely and favorably settled, the case remains a taxable case as 
long as conditions remain the same. 

It is not to be assumed for a moment that the above figures tell 
the whole story, for it is probably true that our limited experience 
of about three years upon this phase of the administration of the 
law has developed only a part, and perhaps a small part, of the 
total number of cases eventually to come within the scope of this 
inquiry; but from these figures it seems clearly to appear that the 
question of domicile or jurisdiction, while it prohably arises in the 
cases of a relatively small percentage of the total number of tax- 
payers, is an extremely important one in its practical aspect, since 
it affects a relatively much higher percentage of the total receipts 
from the operation of the law. This difference in proportion is 
undoubtedly due to the fact that questions of domicile arise with 
relative inf requency in the case of the taxpayer of average means, 
since he is less likely to maintain more than one place of residence. 

The real question of domicile most frequently arises in the 
case of the taxpayer of more than moderate circumstances, who is 
able to maintain two or more well equipped houses, in either one 
of which he may elect to make his home or prefer to claim his 
domicile, either with or without reference to the comparative 
leniency of the taxation laws of the different jurisdictions. In 
extreme cases he may entirely avoid the responsibilities of citizen- 
ship by failure to contribute to the public charges in any state, 
which is so patent and unconscionable a violation of the elemen- 
tary principles of patriotism as to justly subject him to the stigma 
of " Tax Dodger ". 

Fortunately, the number of cases coming within this latter classi- 
fication is relatively very small, but since they usually arise in the 
cases of more or less substantial wealth, they are worthy of care- 
ful attention. 

In order justly and equitably to deal with this question of juris- 
diction, the Massachusetts Income Tax Division makes use of a 
form of questionnaire calculated to furnish sufficient facts from 
which an accurate and just conclusion can, in the average case, be 
drawn. A quantity of these forms is at hand for distribution 
among those interested. This form (designated Form 115) is sup- 
plemented, in cases which cannot be determined from the infor- 
mation therein contained or when the amount involved warrants 
further inquiry, by a complete investigation in the field, made by a 
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deputy, usually resident in the district in which it appears that the 
claimant may be legally domiciled. The form used for this pur- 
pose is designated Form 116 and is not intended for use otherwise 
than by the deputy in making his report. 

In the larger cases, involving considerable amounts, a further 
investigation is often made in the place where domicile is claimed, 
and thus a reasonably complete statement of the facts is usually at 
hand before a decision is reached. 

In all cases where the claimant desires, an informal hearing is 
granted, at which he may be represented by counsel if he chooses, 
and he may give his testimony and argue his case. A careful 
stenographic record is kept of these hearings in anticipation of the 
possibility of court proceedings later, in case the claimant is dis- 
satisfied with the decision of the Division. 

It is of interest to note that of the total number of cases de- 
cided since the passage of the law in 1916, only sixteen cases have 
reached the stage of litigation in the courts. Of this number 
only six have been prosecuted to final judgment, six having been 
compromised prior to trial and four cases being now pending. Of 
the six cases actually tried to a conclusion, two were in the fed- 
eral circuit court and four in the state superior courts. Of the 
two federal circuit court cases, one was decided in favor of and 
one against the contention of the division. Of the four superior 
court cases, two were decided in favor of and two against -the 
contention of the division. 

The above record seems to testify not too unfavorably to the 
Massachusetts system of handling this matter of jurisdiction. 

RECAPITULATION 

In conclusion it is submitted that the status of domicile furnishes 
the one theoretically and practically sound criterion of liability to 
personal income taxation; that a uniform date should be adopted 
by all states enacting personal income tax laws, upon which the 
domiciliary test of liability to taxation for the same year shall 
apply; and that this phase of the administration of personal in- 
come tax laws should receive careful and painstaking attention, to 
the end that evasion of liability and the injustice of multiple lia- 
bility shall be reduced to a minimum. 

Chairman Bullock: Frank D. Strader, Auditor of Wisconsin 
Income Tax Returns, has sent us a paper, which will be read by 
Mr. John H. Leenhouts, former county assessor of incomes. 

President Haugen : Mr. Chairman, let me say that Mr. Strader 
served for a long time, as early as the first federal income tax law 
took effect, with the federal government in Wisconsin, and then 
we secured him for our service. He has been ^ remarkably effi- 
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cient official, and I think he knows as much about the Wisconsin 
state income tax — the administration of it — as any man in the 
state, and he is also an accountant; I want to say that for Mr. 
Strader. 

John H. Leenhouts, of Wisconsin: Mr. Chairman and gen- 
tlemen of the convention, I am sure I am taken at somewhat of a 
disadvantage, since this paper was just handed me a few moments 
ago, and I haven't had a chance to read it ; but at the outset I wish 
to state, for tlie gentlemen who are not familiar with the income 
tax law, that our law has been in operation since 1912, when we 
assessed the first year's income, namely, that of 1911. I have been 
connected with this law ever since its initiation into the statutes 
of the state of Wisconsin, and previous to that time I was for 
eighteen years connected with the general property tax laws of 
Wisconsin, so that I can speak from experience. 

I know how the two laws operate, and how successful the in- 
come tax law has really been in our state, and how it has overcome 
many of the difficulties, which at the outset were brought out in 
legislative halls and other places, indicating that we were going to 
meet difficulties and that we could not put this law across success- 
fully. But the result has been more than satisfactory. 

Last year in Milwaukee county I received somewhere in the 
neighborhood of 200,000 returns. Out of this niunber there were 
54,000 taxpayers, and we collected in Milwaukee county, including 
the surtaxes, very close to $9,000,000. The Wisconsin law requires 
that individuals make returns to assessors appointed by the Wis- 
consin Tax Commission from civil service lists. Corporations make 
their returns directly to the commission. Each of these groups of 
returns are audited by these respective departments. There are 
forty-one assessors of incomes in the state of Wisconsin, which is 
comprised of seventy-one counties. Some counties have only one 
assessor, because the districts are very large, and because there are 
many taxpayers in the district. Other assessors have charge of 
from two to three counties. 

The returns are required to be filed by the first day of March, 
and the auditing of these returns is commenced immediately. 
There naturally is a great deal of preliminary work, of filing, 
making up lists, and sending out of returns before these come in 
to the office. This necessitates a great deal of clerical work. 

We prepare in the state of Wisconsin an- assessment roll, as well 
as a tax roll, of all of the taxable incomes that are shown, either 
as individuals or as corporations. I believe that system, although 
it is not recommended in the model report, has a great many points 
of merit. 

I believe that an assessment roll should be in the custody of the 
officials of the state, be it the local district or the state tax com- 
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mission, so that for future reference it will be easy to refer to a 
record that will show the names and the taxes that are paid on 
the incomes of residents of the state. 

Now I shall read from the paper as prepared by Mr. Strader, 
and I wish to say that I have not had a chance to read it, so I 
don't know what is in it. 



SUGGESTIONS ON STATE INCOME TAXATION 

FRANK D. STRADER 
Auditor, Wisconsin Income Tax Returns 

A survey of the field of state income taxation shows that thir- 
teen states have income tax laws in some form upon their statute 
books. 

The laws of West Virginia, Montana and Connecticut provide 
for business taxes on the net income of corporations only. The 
laws of Mississippi, Missouri, North Dakota and Delaware are so 
recent that practical results are not ascertainable at this time. New 
Mexico has made no attempt, to apply her law which was repealed 
by the legislature in 1919, but the governor vetoed the repealing 
act. Virginia and North Carolina have laws which are a survival 
of Civil War acts and have not been prolific revenue producers. 
Oklahoma has a law with the specific exemption so high that the 
receipts are materially reduced. New York, Massachusetts and 
Wisconsin have comprehensive laws which have shown favorable 
results. 

The laws of all these states except the first three mentioned tax 
individuals, and all except Delaware and Massachusetts reach non- 
residents in some form or other. Examination of these various 
laws shows a lack of uniformity which is deplorable. There are 
many instances of double taxation. That more protest against 
double taxation has not been heard is largely due to the fact that 
the states having income tax laws are not contiguous. When ad- 
joining states pass income tax laws having the same diversity and 
variety marking present legislation, the situation becomes one for 
serious consideration. 

If we are to take as a criterion the legislation on income taxa- 
tion already enacted and the legislation of the different states on 
inheritance taxation, it is futile to hope for very much uniformity 
in income taxation for many years to come. There must be con- 
certed action, however, to prevent double, perhaps triple or quad- 
ruple, taxation of the same income. The laws already enacted 
plainly show that nearly all state legislatures are loath to permit 
nonresidents to go untaxed on income received within their state 
borders. There is also a strong tendency to tax residents on all 
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income received from intangibles regardless of the source. The 
question of taxing incoitie from tangibles is not perplexing but the 
great difficulty arises in apportioning their income in the case of 
firms or individuals doing business within and without a state. 
Many eminent authorities on taxation, including Professor Selig- 
man, recognize this difficulty. Various methods of apportionment 
have been tried, one of the most common being to allocate income 
on the basis of property. This method is fallacious as it cannot 
be assumed that the distribution of property and the distribution 
of income are analogous. 

Wisconsin allocates income not falling into the classes made non- 
apportionable by law, by following a statutory rule originally de- 
signed for determining the proportion of capital stock employed 
within the state. Taking this statute which was designed for an 
entirely different purpose, the Wisconsin tax commission has for- 
mulated a rule which takes the full or book value of the tangible 
property in Wisconsin producing the taxable income and adds 
thereto the gross business. This sum is the numerator of the frac- 
tion, the denominator of which is the full or book value of all 
tangible property yielding apportionable income, plus the entire 
gross business. As the Wisconsin law provides that income in the 
form of rents, royalties and gains or profits from the operation of 
any farm, mine or quarry shall follow the situs of the property 
from which derived, and income from personal service and from 
land contracts, mortgages, stocks, bonds and securities shall follow 
the residence of the recipient, property yielding such non-appor- 
tionable income is excluded from the apportionment fraction. This 
arbitrary rule works very well in most cases where manufacturing 
and mercantile business is transacted both within and without the 
state, although the property element of the fraction sometimes leads 
to unsatisfactory results. 

In applying the above rule or any other apportionment rule it 
becomes necessary to define " doing business within the state." 
Often raw material is purchased in one state and manufactured in 
another. Goods are partly manufactured in one state and the 
process completed in another. Raw material, such as farm and 
forest products, is purchased in one state, the sale made in an- 
other, and the distribution made in several states. Where the raw 
material is secured and the manufacturing done entirely within 
one state, sales are often made in several states. The vital ques- 
tion is, where was the income earned and how shall it be appor- 
tioned ? 

The question " what constitutes doing business within the 
state " as interpreted by Wisconsin will next be considered. Busi- 
ness, or gross business, is in almost every case divided into at 
least two separate parts and in some cases into three parts, namely : 
sales business, manufacturing business and purchasing business. 
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In most instances the element of the purchasing business as a dis- 
tinct element is only to be found in those cases where business in 
any given district is solely that of purchasing, such as tobacco, 
milk, ice, forest products, etc., the manufacturing and sale taking 
place outside of the state. We find in all manufacturing, however, 
both the elements of manufacturing and selling. As these three 
elements compose the term business it is necessary to determine 
the district or locality in which the different elements are to be 
found. Wisconsin does not concede that all profits necessarily 
originate at the place of sale. If any of these three elements are 
found in Wisconsin, the income is allocated on the basis of prop- 
erty plus business as defined above. 

The most troublesome cases of double taxation are caused by 
the lack of a uniform definition of " business transacted within 
the state." There are several supreme court decisions which mark 
the way for future legislation on this point. One of the most im- 
portant is United States Glue Company v. Oak Creek, 161 Wis. 
211 ; 247 U. S. 321. Briefly, it was there held: 

The income of a domestic manufacturing corporation derived 
from the sale of its products manufactured in Wisconsin to cus- 
tomers in that and other states, whether delivered directly from 
a factory to such customers or shipped to branch houses in other 
states and thence delivered to customers residing outside of the 
state, and on sales made either by the home ofiice or by the branch 
houses, was income derived from business transacted and property 
located within the state within the meaning of the law. 

The fact that the business so conducted involved transactions in 
interstate commerce did not affect the situs of the income ; nor did 
the imposition by the state of a tax upon such income contravene 
sec. 8, art. 1, Constitution of United States, conferring upon Con- 
gress the power to regulate commerce between the states. 

That part of the income of such a corporation which was de- 
rived from goods produced and purchased outside of the state and 
shipped, either directly by way of the home office in the state or 
by branch houses in other states and thence sold and delivered to 
customers without the state, was not attributable to business trans- 
acted within the state and was not taxable under the statute. 

Wisconsin does not recognize the reverse of the above situation 
but taxes nonresidents on profits received from goods manufac- 
tured outside the state but sold from branches located within the 
state. 

In State ex ret. Arpin v. Eberhardt, 158 Wis. 20, 22, the Wis- 
consin supreme court held that the income received by a resident 
of the state from a copartnership of which he is a member and 
which is doing business and has all its property located outside the 
state, the profits distributed being derived from sources without 
the state, is not taxable under the Wisconsin law. 
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In a recent case, Village of Westhy v. Bekkedal et aL, 178 N. 
W. Rep. 451-4, the Wisconsin court held: 

Where a Wisconsin partnership and a New York partnership 
entered into a partnership agreement under which the Wisconsin 
partnership furnished forty per cent of the necessary capital and 
had exclusive control of the purchasing, storing, handling and 
shipping of Wisconsin tobacco and the New York partnership fur- 
nished sixty per cent of the capital and had exclusive control of 
the sale and disposition of the tobacco, all sales being made out of 
the state, the Wisconsin firm taking forty per cent of the profits, 
the income belonging to the Wisconsin partnership was taxable 
within Wisconsin, and the profits belonging to the New York firm 
were income derived partly from property and business within 
the state and partly from business transacted without the state and 
should have been apportioned. 

The New York partnership contended that it was taxed on all 
of its income in the state of New York and as it only purchased 
goods in Wisconsin it had no taxable income in that state. This 
decision confirms the definition of business previously adopted by 
the Wisconsin tax commission which held that purchasing consti- 
tuted one of the elements of doing business and that taxable in- 
come resulted therefrom. The Wisconsin partnership had exclu- 
sive control of the purchasing, storing, handling and shipping of 
tobacco grown in Wisconsin and the New York partnership had 
exclusive control of the sale and the disposition of the tobacco, the 
sales being made outside the state. The court held that the New 
York partnership resided equally within the state of New York 
and within the state of Wisconsin within the meaning of section 
1087m-22, Wisconsin statutes, . relating to the situs of income. 

The United States Supreme Court, in Shaffer v. Carter, 252 U. 
S. 37, has settled important points with reference to the Oklahoma 
law. Some of the salient points covered by this decision are ; 

A state may impose a tax on the incomes accruing to nonresi- 
dents from their property or business within the state, and their 
occupations carried on therein, enforcing payment so far as it can 
by the exercise of a just control over persons and property within 
its borders, and the Oklahoma income tax law is not invalid for 
want of jurisdiction to impose the tax; 

Article 4, section 2 of the Constitution, providing that citizens 
of each state shall be entitled to all the privileges and immimities 
in the several states does not entitle the citizens of other states to 
entire immunity from taxation or preferential treatment as com- 
pared with resident citizens, but only protects them against dis- 
criminatory taxation ; 

That it required the personal skill and management of a non- 
resident of Oklahoma to produce the income from his property in 
Oklahoma and the fact that his management was exerted from his 
place of business in another state did not deprive the state of Okla- 
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homa of jurisdiction to tax the income which arose within its 
"borders ; 

The Oklahoma income tax law daes not deny nonresidents the 
privileges and immunities to which they are entitled and the equal 
protection of the law, in that it permits residents to deduct from 
their gross income losses incurred within or without the state while 
nonresidents may deduct only those incurred within the state, non- 
residents being taxed only on their income from sources within the 
5tate while residents are taxed on their income from all sources ; 

Even though the income tax constitutes double taxation, as ap- 
plied to producers of oil and natural gas, paying a gross produc- 
tion tax, it does not violate the federal Constitution or the Four- 
teenth Amendment, for the reason that they do not prohibit double 
taxation or other forms of unequal taxation so long as the inequal- 
ity is not based on arbitrary distinctions. 

In the Wisconsin and New York laws as originally drawn, non- 
residents were not allowed the specific exemption allowed resi- 
dents. The United States Supreme Court in the case of Yale & 
Towne Mfg, Co. v. Travis, Comptroller, 252 U. S. 60, held that 
the amendment of the New York tax law by act of May 14, 1919, 
in its provision imposing a tax upon nonresidents, who are citizens 
•of other states, without giving Uiem the benefit of the exemption 
given to residents of the state, was unconstitutional and void as 
abridging the privileges and immunities of citizens of the United 
States. Following this decision, Wisconsin, by regulation allows 
-nonresidents the same specific exemption as is allowed residents. 

The writer will not attempt to point out all the conflicting pro- 
visions in the various state income tax laws. Professor Harley L. 
Lutz in his article Progress of State Income Taxation has dis- 
cussed these laws in a very able manner, pointing out the strong 
^nd weak features of each. To analyze all of the different statutes 
and make a comprehensive comparison would require a paper 
longer than is warranted in a discussion of this kind. I shall 
attempt, however, to show a few of the instances of double taxa- 
tion under some of the laws as they now exist. 

A resident of Wisconsin receiving a salary from New York 
may be subject to tax on the salary in both states. A resident of 
New York moving to Wisconsin during the last six months of any 
year is taxable in Wisconsin on his salary for the entire year and 
is also taxable in New York. The Wisconsin law provides that 
residence in said state on December 31, determines liability to tax 
on salary, while New York holds that residence in said state at any 
time during the last six months of any year determines liability to 
its tax. 

A resident of New York buying and 3toring leaf tobacco in Wis- 
consin, and manufacturing and selling it in New York, is taxed 
«n an allocated proportion of his entire income from such source 
21 
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by Wisconsin and is taxed on his entire income by New York 
The latter state has a reciprocal provision in its income tax law^ 
but as Wisconsin has no such provision, it is inoperative. 

A resident of Massachusetts owning an oil well in Oklahoma is 
taxed on the profit from the well by Oklahoma and is again taxed 
on the same profit by Massachusetts. A Massachusetts resident 
owning a farm in Wisconsin is taxed on the profits derived there- 
from by both states. The same is true with respect to the profits 
from the sale of tangible capital assets. 

It is my opinion that western states passing income tax laws will 
insist upon taxing nonresidents on the income received within the 
state imposing the tax. If the above assumption is correct, it 
would appear that a law similar to that of Wisconsin would pre- 
vent double taxation, provided that a common ground were reached 
in defining the term " business transacted within a state." 

Briefly, the Wisconsin law provides that rentals, royalties, and 
gains er profits from the operation of any farm, mine or quarry 
shall follow the situs of the property from which derived, and in- 
come from personal service and from land contracts, mortgages, 
stocks, bonds and securities shall follow the residence of the re- 
cipient. With respect to other income, persons engaged in busi- 
ness within and without the state are taxed only on such income as 
is derived from business transacted and property located within 
the state, which is determined by a separate accounting for such 
income when the business is of such a nature that a separate 
accounting will properly reflect the income; otherwise, it is de- 
termined by an allocation based on property producing the income 
within the state plus gross income within the state as compared 
with similar property everywhere plus the total gross income. 

In arriving at an apportionment it is necessary to define busi- 
ness, which has been done in the preceding paragraphs of this 
paper. If a common definition of " business within a state " can 
be agreed upon, the allocation of income within and without a 
state offers little difiiculty. 

The New York and Massachusetts laws have their champions, 
and before drafting any model income tax law the provisions of 
merit in the laws of Wisconsin, Massachusetts and New York 
should be seriously considered. 

Mr. Leenhouts (continuing) : I might say that the auditing of 
returns is done very carefully, as heretofore stated, by the commis- 
sion and by the respective assessors of incomes. The result of 
this audit indicates that practically from twenty-five to thirty per 
cent increase in the assessment is realized. This results from the 
fact that taxpayers are not always conversant with the deduc- 
tions, or with the privileges to which they are entitled under the 
law. In many other instances, information we receive from cor- 
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porations and from other individuals who pay out rent, salaries 
and interest, often increases the tax and the assessment very 
materially. 

In our state we tax partnerships, and fiduciaries, and I believe 
that it is the simplest method to tax the partnership where the 
business is transacted; it is a simple way of reaching that income 
which is actually derived from business within the state. We tax 
fiduciaries, and we follow the method of subdividing the net tax- 
able income of the fiduciary so that the individual beneficiary that 
resides within the state will not pay a greater share of taxes under 
our administration than if he had received that income directly. 

We may require returns from all individuals, and it is in the 
discretion of the tax commission and the assessor of incomes 
whether such returns should be made. We believe that it is a 
very healthy thing to bring every citizen of the state face to face 
with his governmental agencies at least once a year. I thank you. 

Chairman Bullock: We have one-half hour for discussion 
upon the floor. 

Carl C. Plehn, of California: I have only just seen the bill 
that was so ably expounded by Mr. Bond and there are a great 
many things in it upon which I should like to comment. In five 
minutes one can do very, very little. 

In the first place, I find myself not in accord with the definition 
of " income ". On page 12, the pamphlet contains a note in which 
it is distinctly stated that it is the intent to impose a personal tax 
and not a direct tax on income, and yet the definition of income is 
so framed, following the model of the federal income tax, that it 
would result in a direct tax on income, and not only a direct tax 
on income, but a tax on gains and profits as well. 

The ordinary individual has a pretty clear idea of what he con- 
siders his personal income, which he may spend, or, if he is lucky 
enough, save, and which does not include capital increments ordi- 
narily, or any increments in the value of his property. Morover, 
he has a pretty distinct idea of what is his annual income, which 
perhaps accords more closely with the British idea of taking a 
three-year average, or, in some few instances, a five-year average, 
where the income is not regular and steady and of a purely con- 
tractual character. 

It seems to me we are never going to make much progress in 
income taxation in the United States until ,we start out in our 
definition of income with a clear distinction between what is in- 
come in the sense in which the ordinary man understands it — and 
it is very definite, a distinction between income and capital — and 
capital transactions. Transactions on the capital side of the 
account should be kept clear from pure income transactions. This 
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is a point on which I should like to enlarge if I had the time. 
Professor Lutz touched upon that in his paper. 

Coming to the deductions, I find myself very strongly out of 
accord with the notion of allowing any deductions of personal 
taxes. Business taxes, of course, are an expense, but the tax upon 
one's home is not an expense, chargeable against the taxable net 
income ; and if you go so far as to deduct the federal income tax, 
as proposed in this bill, you make the state in its income tax 
merely a sort of residuary legatee, after the federal government 
has got through. I find myself face to face with difiiculties when 
it comes to allowance for depletion, obsolescence, and, to a certain 
extent, depreciation. 

It seems to me that our federal income tax regulations have run 
mad on the matter of those deductions. The whole thing there 
again depends upon the confusion between capital gains and in- 
come proper. 

I also find difficulty in agreeing with the provision regarding 
assessments and an assessment roll, but upon that phase of an in- 
come tax law, particularly of a state income tax law, I have set 
forth my views at length in print, and they are to be found in the 
Bulletin of the National Tax Association of April, 1920. 

Louis WoLLBRiNCK, OF MISSOURI : We have heard a great deal 
of discussion here and the reading of papers and so forth, but it 
appears to me that the plain definition of the income tax law is to 
tax the income of the individual and allow the deduction of ex- 
penses in creating that income. That is the whole thing. Our law 
in Missouri says that a return shall be made by every resident of 
the state having an income, and also by every non-resident, upon 
the income derived within the state of Missouri. The time for 
making the return is the same as in the federal law. The deduc- 
tions are virtually the same. You talk about not deducting the 
taxes on a home. If there is an income from that property, the 
taxes should be deducted; the owner is paying a property tax any- 
way. There is a difference between a home and an investment. 
In our state you are not allowed as much latitude in deducting ex- 
pense for the upkeep of a home as you are for the upkeep of any 
property that brings in an income. 

As I say, the law that we have patterned after is Uncle Sam's 
law. It was done in a hurry. The first two years it was attacked 
in the courts and held constitutional, the third year we reduced 
the exemptions and formulated a little different plan, and the 
result was that the assessor of the city of St. Louis raised 
$580,000,000 in three months, besides an $800,000,000 property 
assessment. We did it without any friction or trouble. What we 
want in our state is a tax on all income from everything that is 
created in that state. If you live in Cincinnati, Chicago or New 
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York, and you have an income in our state, we want a tax on that 
income. If you live in our state and have an income outside of 
our state from stocks or various other things, and that state has 
no income tax law, we expect you to pay taxes on that income in 
our state; but where there is an income tax law in another state, 
which is taxing that part of it as a non-resident to you, we don't 
ask for it. 

We have had very little trouble, and it looks to me like the 
logical solution. All we want is a tax on the income of every in- 
dividual if it is derived from our state. It makes no difference 
where he lives. 

Now, about corporations operating in different states, such as 
the Standard Oil, and so on, all I want from them is the tax on 
our income, from what they do in the state of Missouri. I cannot 
separate that; that is their business. I am not keeping their books, 
they look after that; but I want from them everything that they 
make in the state of Missouri. If the office is located in Kansas 
City, make the return to Kansas City for everything they make in 
the state; don't make it to a different assessor; make it to one 
assessor in the state, but we want just what they do in the state of 
Missouri 

I have had a great deal of correspondence with out of town 
people, who send reports in saying that they may average this, that 
and the other, but I never bother about that. We have no auditing 
system yet, and I am not worried about that The non-resident 
comes in with his part in the state of Missouri. The rate is 1J4 
per cent; the collection is in June. As I say, the exemptions are 
the same as the federal income tax. I have listened to a great 
many papers, but I have no apologies to make for our law so far, 
and I cannot go back to Missouri and say I have gotten a great 
deal more knowledge than I had when I came here. 

I have been a practical man in this office for eighteen years, and 
I tell you, you can sit down and draw a law, but when you come 
to work it out, it is a different thing. The first two years I did 
not take much interest; after that I got interested, and I said, 
" Let me handle this." Out of the $600,000,000 I raised I did not 
have a half dozen complaints. I have a little pamphlet giving the 
whole history of what you have to do and so forth. There may be 
a few cases that don't fit that pamphlet, but when you ask me a 
question, I turn over to that page, and the result is it has been a 
pleasure instead of a curse as with a great many of the assessors, 
and I like it. 

Hugh Satterlee, op New York: I was much interested in 
what Mr. Wollbrinck said with particular reference to the ease 
which he seems to have found in taxing incomes derived from 
sources within the state of Missouri, and deciding whether income 
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was from sources within the state of Missouri or outside. That is 
a tremendous problem in the federal income tax law, and I have 
never seen any solution of the problem which theoretically ap- 
pealed to me very much. If in Missouri they have arrived at 
some practical means of deciding whether money is earned in Mis- 
souri or not, r should be very glad to know al?out it. 

m 

W. G. RoYLANCE, OF NoRTH Dakota : The principal reason 
why I have decided to take up five minutes of your time is that 
there seems to be little knowledge of what is contained in the re- 
cently enacted income tax law of North Dakota. I will begin by 
saying that it appears, from what the speaker who just preceded 
me said, that the provisions of our income tax law are practically 
the same as the Missouri law, especially with regard to the matter 
of taxing or not taxing non-residents, whose income is derived 
from a source within the state. 

North Dakota enacted her law upon the principle that every 
person deriving any income or profit from any source within the 
state of North Dakota should pay a tax thereon to the state of 
North Dakota; that no person should be taxed by or within the 
state of North Dakota on any income or profit derived from any 
source without the state of North Dakota, even though that person 
may live in North Dakota. 

With regard to the matter of the allocation of the tax, or impo- 
sition of the tax, whether it shall be where the property is — at the 
source— or at the domicile of the person receiving the income, I 
want to express it as my well considered opinion, that states simi- 
larly situated to North Dakota never can agree to the proposition 
that the income tax shall be levied and collected at the domicile. 
People don't go to North Dakota because it is a very desirable 
place to live in ; they go because there are certain resources there ; 
and those who get far enough ahead with the using of those re- 
sources to get considerable income usually move away and go to 
New York or Boston. They may settle in the Millionaire Colony 
in Los Angeles. 

If the tax is imposed at the domicile, the resources of North 
Dakota will be taxed by communities far removed from the actual 
work of producing the income. You take, for example, one of 
these towns out here on the railroad, which we saw yesterday, 
Garfield or Bingham — those are the people who do the work. The 
income from that work is derived and enjoyed by people chiefly 
who live in Boston and New York and other wealth centers. Now, 
suppose you tax only at the domicile. You will all agree, I believe, 
that in the long rim the total net income is a fair measure of the 
producing power of the property. The taxability of that property 
ought to be measured by the net income. If you are going to tax 
it on any other basis, you will find it much the same. The result 
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will be that ultimately other states may profit to the extent of the 
entire taxability of the farms of North Dakota, or the mines of 
Montana. 

Of course, it has been said that you have the property left, but 
we haven't it if you take it all in the shape of an income tax. 
These western states are simply protecting themselves. 

Douglas Sutherland, of Illinois: I want to raise a question 
in connection with deductions under the income tax. For example, 
in the case of an owner of property leasing to a tenant a farm or 
domicile or store or factory site, from which he derives income, 
and on which he pays taxes, should the ad valorem taxes paid on 
the property be deducted from the total income, or should the tax 
on the income from that property be figured, and the tax paid by 
valuation be deducted, in most cases wiping out the tax on the 
income ? 

Chairman Bullock : Does any gentleman desire to answer that 
question or make any further remarks? We have about seven 
minutes before the session must close. 

M. D. Lack, of California: There were one or two questions 
raised by Mr. Bond in the submission of this copy that would seem 
to me to go to the fundamentals of the question of an income tax, 
with which I am not quite prepared to agree. For instance, the 
matter of exemptions. He gave as his reason for fixing a basis 
for exemptions the cost of upkeep or cost of living of a family, 
or of a single person. To my mind one of the chief reasons for 
an application of the income tax is upon the theory that the best 
government obtains, where the most people are directly interested 
and connected with that government; and to my mind, for that 
reason, a primary consideration in determining the amount that 
should be allowed as a deduction from income, should be the cost 
of collection — ^that is to say, how far down in the scale of incomes 
can you levy a tax and leave the state a percentage for the cost of 
collection. To my mind that should be a large determining factor 
in the amount of deduction, in order to bring in all of the people 
practically who are under the government, and make them feel 
that they are a component part of the government; that they are 
contributing to it, and that it is their duty to see how that govern- 
ment is conducted, and how the money is expended. I leave that 
with the committee as a suggestion. 

I might say to the gentleman who asked a moment ago whether 
real estate or property taxes should be wholly deducted from the 
amount of the tax indicated by the income, and, if not, the reason? 
It seems to me that it is perfectly apparent that property enjoys 
protection that the individual who has only an income does not 
enjoy, and for that reason apparently it would not be fair or not 
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be logical to deduct all of the property tax from the amount of tax 
indicated by income, or, in other words, I think that the property 
tax should be in addition to the income tax. 

One of the chief excuses for the income tax, other than to have 
aft additional source of revenue, which to my mind adds to the 
equity of any tax system, is to bring in capital which is not paying 
any tax. We have large numbers of people who have substantial 
incomes of $25,000, $40,000 or $50,000 a year who pay no tax at 
all ; and certainly it seems to me the amount of income that a per- 
son receives is a measure of his ability to contribute to the support 
of government. 

Then again there is the important consideration of the distribu- 
tion of the money collected. The gentleman makes a suggestion in 
his report which is good for some locations, no doubt; for others 
it seems to me it would not be at all applicable. To my mind, 
again, the income tax should be levied largely as a measure of 
relief for the rapidly increasing tax on property, and for that 
reason the distribution of that tax should be taken care of by the 
locality which levies the tax according to the system of taxation it 
has in effect. 

There was one other point I was going to discuss, which I will 
not have time to do, the question of whether a tax should be levied 
upon the estate of a deceased person. It seems to me like assess- 
ing him twice at the end of the year. If we took the income of 
the previous year simply as a measure to determine the tax which 
attaches as a lien for the year following, it seems to me that there 
would be no tax due from the estate accruing to heirs if a person 
died, because it is principal the income from which they are going 
to receive during the succeeding yean 

If,. however, you are not using the previous year as a measure, 
but are levying your tax upon this existing year, the situation 
would be different and you would perhaps have to tax him for a 
part of the year. 

J, V. Gary, of Virginia : There is one suggestion I should like 
to make, and that is for closer cooperation between the federal and 
state governments with reference to the assessment and collection 
of income taxes. The government now has a policy whereby the 
states can secure from the federal government access to corporate 
returns. During 1919 the state of Virginia sent to Washington 
and secured extracts from those returns, and as a result of those 
extracts approximately $8,000,000 of omitted taxes were assessed 
on income in the state of Virginia. Under the present law, how- 
ever, and the rules and regulations, the states cannot secure access 
to individual returns. I am of the opinion that the policy of allow- 
ing inspection of the corporate returns has not been attended with 
any evils, and it has been of great benefit to the state of Virginia — 
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I cannot speak for the other states. Since that is true, I feel that 
the federal government might well extend its policy so as to allow 
the states access to individual returns. 

In order to get this matter before the conference in concise 
form, I have drawn a resolution, which is not complete, but which 
I would like to have submitted to the Resolutions Gjmmittee, such 
changes to be made as are necessary. 

Chairman Bullock: It is unnecessary for the gentleman to 
read the whole of the resolution ; its general tenor is "clear. If he 
will submit it, I will give it to the chairman of the Committee on 
Resolutions, who will consider it. 

[Resolution turned over to the Chairman.] 

Chairman Bullock : Mr. Bailey has an announcement to make. 

Mr. Bailey: This afternoon the conference will be held at the 
capitol. There is a large old-time stage-coach here in the town, 
provided by the park people. It has r.un about 18,000 miles, they 
tell me. They have four horses on it, and they are going to take 
that up to the capitol, and they want the following gentlemen to be 
their guests in the coach: Messrs. Haugen, Howe, Bullock, Hol- 
comb, Bliss, Lord and Whitney. 

Chairman Bullock : It is the hour to adjourn and the session 
k adjourned. 

[Adjournment of Session.] 



EIGHTH SESSION 
Thursday Afternoon, September 9, 1920 

Held at the House of Representatives of the Utah 

State Capitol 

Chairman Haugen: For this afternoon's session I will ask 
Mr. Whitney to preside. Mr. Whitney represents the Western 
Union Telegraph Company. We had a considerable acquaintance 
with Mr. Whitney, several years ago, in Wisconsin. I know he is 
very much interested in the taxation question. As an official of 
one of the large public utilities of the country, we have found him 
absolutely fair in his presentations of matters of the . Western 
Union to the Wisconsin Tax Commission. We have not always 
agreed with him as to results, but as to impartiality and fairness of 
mind I can warrant you that he is one of the salt of the earth — 
Mr. Whitney. 

Francis N. Whitney, of New York, presiding: Mr. Haugen 
and gentlemen of the conference, I appreciate very much the cour- 
tesy which has been extended to me to preside over one of the 
sessions of the conference. Mr. Haugen has referred in his intro- 
ductory remarks to the fact that I represent a corporation — ^the 
Western Union Telegraph Company. I do and have for a number 
of years, and I certainly can say without reservation that all of 
my dealings with the Wisconsin Tax Commission through many 
years have demonstrated to me that they are ready at any time, 
using a crude expression, to put their cards right down on the 
table. If I, or if any other taxpayer or representative of a tax- 
payer, can point out in any way that they have drawn a wrong 
conclusion from the facts which had been presented to that com- 
mission, in the reports filed with it, or if in any way there has 
been an error made in their figures, or in the application of the 
facts, they are ready at all times to correct it. They certainly have 
only one object in view, and that is to see that the taxes of that 
great state of Wisconsin are evenly distributed upon those who are 
engaged in business or who are living there; and they see that 
equity does prevail. 

Because of Mr. Haugen's reference to the fact that I represent 
the telegraph company, it may be of passing interest to you to 
realize the extent over which our property is distributed. I had 

(330) 
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occasion a few days ago to make a rough calculation, and I find 
that the Western Union Telegraph Company is paying taxes in 
2,255 counties in this country, and that does not include the states 
of Maine, New Hampshire, Vermont, Rhode Island, Michigan, 
Wisconsin, Minnesota, Oklahoma or California, where we pay on 
a state-wide basis and with one check to the state treasurer. In 
Illinois, for instance, there are 102 counties, 1,468 townships, and 
16,460 school districts, and I think we are in every one of them. 
So you can see it is somewhat of a task for a widely distributed 
property such as ours to be properly assessed. In addition to that 
there is a very great burden in the pajrment of the tax. This is 
just on the side. I thought that possibly some few statistics of 
that kind might be of interest, so as to show the magnitude. 

Of course, it must be remembered that we are not by any means 
paying as large an amount of tax as many other corporations, 
whose activities are confined to a very small area, but it does not 
make very much difference in the auditing of tax accounts whether 
you are paying $5 or $5,000. You have to go through the same 
motions. 

The session this afternoon is the Western States session, and we 
have on our program representatives from Nevada, New Mexico, 
Colorado and Arizona. Mr. Holcomb has asked if Governor Boyle 
of Nevada is here, and apparently he is not, and there seems to be 
no representative now present from the state of Nevada. We shall 
therefore have to pass Nevada for the present. It gives me pleas- 
ure to present to the conference for the discussion of these west- 
ern questions, the Honorable J. E. Saint, Chief Tax Commissioner 
of the State Tax Commission of New Mexico. 

J. E. Saint, of New Mexico : Mr. Chairman and gentlemen of 
the convention, I am going to read some of my paper, the chrono- 
logical end of it, and then I am going to do as the gentleman from 
Utah did the other day, I am going to disregard it and go at it 
hammer and tongs. 

TAX PROBLEMS IN NEW MEXICO 

J. E. SAINT 
Chief Tax Commissioner, New Mexico Tax Commission 

To get a clear perspective of the tax problem of New Mexico, 
it seems necessary to look back to that period just prior to the war 
with Mexico, after 300 years of Spanish occupation and explora- 
tion, to the end of a war of doubtful justification, and which re- 
sulted in practical conquest. A vast territory was ceded to the 
United States by the Treaty of Guadalupe Hidalgo ; 122,000 square 
miles, more than 78,000,000 acres of this princely domain now lies 
within the boundaries of the state of New Mexico. How the 
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tJnited States adopted a foreign and conquered people, whose 
racial instincts, traditions, prejudices and customs, religion, amuse- 
ments, and, if you please, mass psychology, were opposed to the 
country and people adopting them, and then abandoned these 
people to their fate for a generation, to become the victims of the 
vicious elements of two frontiers, reads like a romance, and yet 
makes one of the darkest pages of our history. So complete was 
the neglect, that no law creating a public school or a public road 
was passed by any territorial legislature until the session of 1890- 
91 — for practically forty-five years— during which period carpet 
bag government was in complete control, and some of the baneful 
influences of that period may be traced to the present day. 

The years 1835-6 and 7 were turbulent times in the province of 
New Mexico. The revenues from the licenses on business and 
the duties from imports, mostly from the overland trade, over what 
is known as the " Old Santa F^ Trail," were insufficient to meet 
the expenses of the government of the province. This being the 
condition, the government of Mexico promulgated a form of taxa- 
tion, which, in a measure, was a property tax. This order precipi- 
tated an insurrection in the province, and the Governor, with sev- 
eral other prominent men, met a tragic death by assassination. The 
att.empt to apply the property tax seems to have been abandoned 
throughout the remainder of the Mexican regime. 

In 1846, when the American army captured Santa Fe and set t^ 
a provincial government under the American flag, Gieneral Kear- 
ney, acting as Military Governor, promulgated what is known to- 
day in our law books as the " Kearney Code ", which included pro- 
visions for the collection of licenses from all kinds of business. 
No important changes were made in the system until 1870, when a 
general property tax law was passed by the legislature (Session 
Laws, Chapter 18) which continues to be the mainstay of the rev- 
cnue system. 

In 1893 a law was passed creating a Board of Equalization, the 
purpose of which was to review the assessment rolls from the 
various counties and sit as a board of appeals from the county 
assessors. This law provided for one taxpayer from each judicial 
district, appointed by the Governor. In 1903, ten years later, an 
amendment was passed increasing the number to seven members, 
one from each judicial district and two at large. The board met 
January first and September first to hear appeals. 

In 1915 the first State Tax Commission was created^ consisting 
of five members appointed by the Governor and confirmed by the 
Senate. This commission was limited to ninety days in each year. 
It was given original jurisdiction on the assessment of railroads 
and banks, the assessment of the net output of mines, and the plac* 
ing of value for assessment purposes on all the sheep and cattle in 
the state, and also sat as a Board of Equalization in February, July, 
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September and November. The commission, imder the first law, 
while limited to but ninety days, did a great work and demonstrated 
to the legislature the necessity of giving the commission greater 
power, and also developed the necessity of some executive head on 
the job all the time. 

In 1919 the commission law was again changed, reducing the 
number of the commission from five to three with the Chief Tax 
Commissioner, who was to devote all his time to the business of 
the commission. There were two Associate Commissioners created, 
whose duties were to sit at all hearings, and be subject to the call 
•of the Chief Tax Commissioner. The two Associate Commission- 
•ers were limited to one hundred and twenty days in each year. 
The Chief Tax Commissioner was appointed for six years, and the 
two associates were appointed for four and two years and con- 
firmed by the Senate. As each commissioner's term expires, he is 
appointed for the full six-year term. 

This new law, which has been in force a year and a half, has 
been a great improvement over the old method, as it has enabled 
the commission to promulgate such constructive rules and admin- 
istration as is reflected in more equal assessment and increase of 
property on the rolls. 

With this brief chronological history, I shall now devote my 
remarks to our present problems of taxation. I shall not burden 
this paper with the psychological features of taxation in our state, 
hecause to discuss them is to repeat the story of blind greed, chi- 
canery, inherited prejudices and all those selfish human weaknesses 
that are familiar to all taxing authorities, but I shall rather tell of 
the difficulties, under our law, in getting the property on the rolls 
at a fair value. The very fact that New Mexico has only 
^378,000,000 of property on the roll, under the full value law, 
speaks louder than I can, on the tax situation in our state at this 
time. It is estimated by the best informed persons that the taxable 
property in the state cannot be less than $600,000,000. 

The fundamental cause of much of our tax trouble is inefficient 
local assessment. Assessors are not even required by statute to 
view the property they assess, which results in a kind of self- 
assessment; consequently the railroads and the banks are the only 
two important properties in our state that can be said to be assessed 
at practically full value under our law. It is true that there are 
<:ertain banks and certain railroads whose intangible value is not 
fully reached, but the comparison with most other states is favor- 
able to our method. All other listed property in the state is as- 
sessed at from twenty-five to seventy-five per cent of the value. 

The legislature in 1919 gave the State Tax Commission original 
jurisdiction in placing the value on grazing land. For the purpose 
of arriving at some equitable basis of valuation, the commission 
lias charted the rain- fall of our state for ten years from the records 
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of the weather bureau in Santa Fe. The rain-fall of New Mexico 
varies from kss than ten inches minimum to about twenty-five 
inches maximtmi, the eastern part of the state and the high moun- 
tain peaks getting most of the rain. On the eastern side, where 
the rain-fall is from fifteen to twenty-five inches, large areas are 
being more or less successfully farmed without irrigation, known 
as "dry farming". Much of this land is worth more for dry 
farming than for grazing purposes. The Tax Commission has 
taken the rain-fall chart as the basis of valuation, dividing the 
state into eight districts and fixing a minimum value for the graz- 
ing lands in the various districts. These values are $3.75 per acre 
where the rain- fall is from fifteen to twenty-five inches and over 
per annum, and down to $2.25 where the rain-fall is from ten to 
fifteen inches per annum. Based on the practical knowledge • that 
with our maximum rain- fall, it will take twenty-five acres to sus- 
tain a cow the year through, and where the minimum rain-fall 
occurs, it takes forty acres, we estimate that from $80 to $100 in- 
vestment in land to graze one cow the year through, is about all 
the business will stand. The estimate for sheep is about one-fifth 
to one-sixth of the acreage it would take to sustain a cow. The 
State Tax Commission is trying out this method of assessment of 
grazing lands this year. 

In fixing the values of the various districts; the commission is 
fully aware that many tracts of land in each classification will not 
measure up to the minimum value fixed by the commission, many 
tracts having undue proportion of bad land to good. The necessary 
adjustments are made through the field men of the commission 
making personal examination wherever complaint is made. The 
rule of valuation cannot be made arbitrary, as there is a wide 
range of values, even where the rain-fall is the same. For in- 
stance, there are often large areas of bad land, such as lava beds, 
badly washed lands, steep and precipitous mountains and barren 
sandy wastes, which we must take into account. 

The average value of lands under irrigation is about $65 per 
acre. This low average is occasioned by reason of a great per- 
centage of the irrigated lands being in need of drainage, and also 
because of large areas of farming land along the Rio Grande being 
under old Mexican community ditches and upon old Spanish com- 
munity grants, where no United States survey has ever been made. 
Therefore, the old Spanish system of measurement by ** vara ", or 
yards fronting on the ditch, was the standard of measurement 
This system of farming is decidedly wasteful, both as to water and 
land, and results in a great deal of acreage under cultivation escap- 
ing its just share of taxation, through lack of knowledge of the 
acreage and character. The only remedy for this is to abolish the 
community ditch, establish one main canal, and have all holdings 
measured and mapped so that the exact acreage may be arrived at. 
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One of the most difficult problems that confronts the taxing 
authorities in our state is that of arriving at the value of dry 
farming land. It has been demonstrated by the experts of our 
agricultural college that dry farming cannot be made successful 
with a less rain-fall than sixteen inches. Such land is worth more 
than grazing land, yet it is very hard to arrive at an equitable 
valuation, because of the uncertainty of- climatic conditions and 
the experimental character of this class of farming in general. 

A vast area of the eastern portion of our state, where we have a 
maximum rain-fall, is still used for grazing purposes. Even where 
the ranchman could sell from fifty to sixty per cent of his land 
for dry farming purposes at from seven to thirty dollars per acre, 
he often refrains from doing so, because to sell out his choice dry 
fafming land would mean to go out of the cattle business, for the 
remaining forty per cent of the land left on his hands, not adapt- 
able to dry farming, would not be sufficient for his purposes. 
Much of this dry farming land, the last few years, has been sown 
in wheat and has produced valuable crops, in some instances earn- 
ing as much as sixty to seventy dollars per acre for the year. This 
shows the possibility of dry farming, and yet experience has 
proven that in long periods of drought, sometimes lasting from two 
to four years, nothing can be grown in the way of farm products 
on this land. Of course, the temptation to assess these dry farms 
at a maximum value is very great, and yet experience proves it 
cannot be done with exact justice to the farm. Therefore, our 
valuation ranges from seven to fifteen dollars per acre. 

Joint road construction with the federal government raises an 
interesting question in New Mexico, because of the public land 
situation. In a scheme which contemplates the construction of 
2900 miles of government aid road, we are confronted with paying 
one-half the cost, more than 1,000 miles of which are wholly upon 
public land. 

One of our greatest troubles has always been the Spanish and 
Mexican land grants. Under the Treaty of Guadalupe Hidalgo, 
the rights of citizenship and property was guaranteed to the people 
of the ceded territory. A glance at the map of New Mexico shows 
that almost all of these grants are located on the lines of least 
resistance for immigration from the south and north. They cover 
the valuable timber lands, watered lands and most of the irrigable 
lands, and, in fact, practically all the lands that were, on account 
of the hostile Indians, reasonably fit for habitation at that time. 
These lands comprise more than 9,000,000 acres. They were not 
listed for taxation for many, many years, and on many of them 
little taxes have been paid up to the present time. Some of these 
community grants have large sums of delinquent taxes lying against 
them, which our Tax Commission, under a new law, is now trying 
to collect. These lands were not subject to settlement, except by 
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the grantees and their heirs, who, except in a few isolated instances, 
are not using them. They cannot be explored for minerals, and 
the timber cannot be lawfully used. The result is that the immi- 
gration that we might otherwise have had in the early days, has 
gone to other western states. 

Up to and including the present time, through the neglect of 
the assessors, litigation or controversy, some of these community 
grants are still not on the tax roll. Many of them are not used by 
the people who claim to own them, and more unfortunate than all 
this for us, they are not being improved, except in a few notable 
instances. They have been a great factor, indeed, in delajdng the 
progress of this state. Following the recognition of these grant 
lands, the government proceeded to set aside 4,500,000 acres of 
good land in New Mexico as Indian reservations. Such land pays 
no taxes, but the reservations are expensive to police and super- 
vise, and they are not being developed as they should be. In fact, 
they are scarcely developed at all. The government has reserved 
in addition to this, approximatly 10,000,000 acres of land in New 
Mexico for National Forest Reserve. These lands also are, of 
course, not taxable, and are the best lands in the state. They are 
just in the early stages of development and the administration of 
these reserves is now very much better than during the first years 
of the reservation. There are in the neighborhood of 4,000,000 
acres of land in New Mexico set over to the railroads as grant 
lands, devoted to such railroads to encourage the building thereof. 
The lands were very unwisely granted in alternate sections. In 
doing this. Congress followed the plan which worked well in 
Kansas, but this policy has worked miserably in New Mexico. 
While the lands are returned for taxation, they are returned at 
less value than they would have been had they been granted in 
solid bodies, so that they might have been improved. Such grants 
have materially retarded the growth of that part of the state lying 
immediately west of Albuquerque, reaching to the Arizona line. 
The revenue from these lands has never equaled the amounts paid 
in taxes on them. This has resulted not only in a great loss to the 
state, but in a loss to the railroads as well. These lands are of 
very little value to the stock growers, because it is unlawful to 
fence them. The even numbered sections belonging to the govern- 
ment are of very little value, because not more than one section 
may be taken up by any one person, and they cannot be purchased 
or leased. 

The state is holding something like 12,000,000 acres of land, 
which will become subject to taxation only as parts are sold from 
time to time. These lands are sold on thirty years' time, five per 
cent of the purchase price being paid in cash at the time of sale, 
with four per cent interest on the deferred payments. The equity 
is taxed at not less than forty per cent of the purchase price. This 
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purchase price is fixed at a minimum of $3 per acre on about three- 
fourths of the state, and $5 per acre on the remaining fourth, 
along the eastern side of the state. The United States Government 
still has more than 19,000,000 acres of land as public domain in 
New Mexico, five and one-half millions of which is not even 
surveyed. Here we have a state of vast proportions equal in area 
to all of New England, not including the state of Maine, contain- 
ing over 78,000,000 acres of land, with roads to be built and main- 
tained, yet with only about twenty-five per cent of the real estate 
area actually taxed, and with little more than that per cent im- 
proved, so as to produce anything like it should produce. The 
State Engineer estimates the total mileage of roads in New Mexico 
at 43,091 miles. The total mileage included in federal aid approxi- 
mates 2,900 miles, forty per cent of which, it is estimated, passes 
through public domain. Could one of the middle states surrender 
seventy-five per cent of its real estate value and prosper ? 

When it is called to mind that this state has practically nothing 
industrially up to the present time, and that its prosperity has here- 
tofore been due solely to the agricultural and grazing interests, 
with no large coal or metal production, is not the handicap of the 
large percentage of the lands not in use, or if in use, almost solely 
unimproved and producing only a small part of what it should 
produce, quite sufficient to account for the lack of progress in New 
Mexico? 

Well intentioned members of Congress who came from the east- 
ern and middle states, satisfied with the land laws that had there- 
tofore been placed upon our statute books, because of the splendid 
results obtained in the middle states, where all lands are strictly 
agricultural lands, have lent a deaf ear to us of the arid west, 
when we have complained that such laws are ill adapted to this 
country. A hundred and sixty acre homestead was a magnificent 
endowment to the men in Iowa and other states of the middle west, 
hut it is absolutely useless to a man of the great arid- west. We 
have more than 19,000,000 acres of government public land in New 
Mexico, which cannot be leased, purchased, fenced or improved, 
except at an abnormal risk to the man who uses them. They bring 
no tax revenue to the state or the county in which they are situated, 
and they are supporting but a fractional part of the livestock which 
they could support if leasing privileges were granted and the land 
could be fenced or improved or put in such condition that it could 
be sold to stockmen, who would improve it. The people of New 
Mexico are better able to administer these lands than the people at 
Washington. Our own state lands, already given to us, are more 
wisely administered than the public domain situated in this state. 

If I have lingered on the subject of land and the valuation for 
assessment purposes, it is because New Mexico, with other arid 
states, is contending that the general government should quit-claim 
22 
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all public domain to the various states where such public domain is 
located. 

. I am, on behalf of the State Tax Commission of New Mexico, 
submitting a souvenir copy of an address by Governor Larrazolo 
of our state on the Federalization of Public Lands of the United 
States. Our Tax Commission, realizing the importance of this 
great subject and recognizing the exhaustive and reliable informa- 
tion contained in this booklet, have prepared this souvenir copy for 
the members of the National Tax Association, so that they may see 
and study the great injustice that is being done to the public 
domain states as reflected in the records produced in this address. 

New Mexico has vast undeveloped resources now l)ring below 
the horizon of profits, the character of which preclude reasonable 
valuation for taxation. They consist of large areas of commercial 
timber, remote from transportation facilities; large areas of unde- 
veloped coal lands, copper, lead, zinc, manganese, and other metals, 
a great deal of which is in private ownership, yet is tmdevel<q>ed 
for lack of capital, cheap transportation or market requirements. 
The assessment of such resources has always been a question of 
serious consideration, and has never been satisfactorily adjusted. 
It is not proper that such property should escape taxation; for in- 
stance, a large tract of pine timber that covers over one billion 
measured feet, sixty miles from transportation, held for speculation. 

Our commission, recognizing the potential value of such prop- 
erty, assesses the standing timber at forty cents per thousand, and 
as the land affords good summer pasture, we assess the land inde- 
pendently at $2.25 per acre; other resources we attempt to assess 
at something like a value based on the probable demand for them. 

A high tax rate is not a thing of itself, it is a relaticm. What 
people complain of is that the tax burden is not equally distributed. 
It is not within the range of economic possibility that everything 
that enters into every-day life should double in value and taxes 
remain at a pre-war level. 

Our present mine tax law is a subject of more criticism probably 
than any law in our statutes. This law divides mines into two 
classes: 

First; Productive mines and mineral lands 
Second; Non-productive mines and mineral lands. 

Productive mines are assessed on the net product of the mine, 
and the tax on this net product is in lien of the assessment on all 
mineral lands contiguous, in the same ownership, to the lands from 
which the output is taxed. The Tax Commission has orig^inal 
jurisdiction in the assessing of productive mines, but is restricted 
by statutes from using its own methods in arriving at the value. 
For instance, a mine may C4>erate all the time but show little or no 
net output to tax, so we are powerless to impose a tax commen- 
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surate with the value of the mine. Non-productive mines are as- 
sessed by the county assessor by the acre. This law governs both 
coal and metalliferous mines. Its operation in the metalliferous 
mines has been more satisfactory than in coal mines. The objec- 
tionable feature is the lack of authority in the State Tax Commis- 
sion to assess the mine that has been producing steadily but has 
failed to produce profit for taxation. The application of this law 
to the mining of coal has created a great deal of criticism on 
account of the large areas of coal land held by single operating 
companies that escape taxation by applying the " contiguous " 
clause. For instance, one large company has 200,000 acres of coal 
land in fee, and the mineral rights on 300,000 acres adjoining. 
Their taxable production is about one and one-half million dollars. 
The coal that is on their land, that is owned in fee, escapes taxa- 
tion through this output tax. However, they do pay a nominal tax 
on their coal rights on the 300,000 acres that they do not own in 
fee. This system of exemption of unmined coal on this large area 
has subjected this law to severe criticism and there is no doubt but 
our next legislature will make radical changes in the law. 

A careful reading of the advance copy of the report of the 
special committee of this conference on mine taxation, appeals to 
me as a possible solution of the vexed mine tax problem in our 
state. 

Our law taxing intangibles is so indefinite, that we may say the 
result is a practical breakdown. Money, notes and credits are as- 
sessed by the local assessor, and because of the character of the 
assets, the indifference of the assessor and the disinclination of the 
taxpayer to reveal his intangible property, this law in its operation 
has proven of little value, as but about $1,000,000 are found on the 
rolls, while the probable assessable value of money, notes and 
credits in New Mexico should be around $50,000,000, as reflected 
in our bank deposits of $30,521,000. Under our law, as admin- 
istered, it is practically impossible to increase the item of ** money, 
notes and credits '' on our tax colls. 

In 1919 our Legislature passed a law taxing the capital stock of 
all foreign and domestic corporations, known as the "Franchise 
Tax Law". This law provides that all corporations shall be as- 
sessed at $10 on each $100,000 of their authorized capital stock. 
In the case of domestic corporations, the ascertainment of the tax 
is simple. In the case of foreign corporations, having property 
and business outside as well as inside the state, it is provided that 
there shall be taken for assessment purposes such proportion of 
the total authorized capital stock as appears from a comparison be- 
tween the earnings and property within and without the state. 
This law is conceded to be imperfect, but the cash results thereof 
amount to substantially $30,000 per year. 

The 1919 session of the New Mexico legislature passed an act 
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providing for a license tax upon distributors of gasoline of $50 
per station, and upon retail dealers of $5 per station, with an addi* 
tional excise tax of two cents per gallon upon all gasoline sold or 
used within the state. The law also provided for eight inspectors 
upon salary, with provision for pa)rment of their expenses. The 
proceeds of the tax were to go to the roads of the state. 

A suit was begun in the federal district court to enjoin the en- 
forcement of this act, upon the claim that it was a burden upon 
interstate commerce. A special tribunal of three judges sitting at 
Saint Paul granted a temporary injunction under the provisions of 
section 266 of the federal judicial code. 

An appeal was taken to the Supreme Court of the United States. 
The Supreme Court held that the law, in so far as it affected gaso- 
line in original packages in the hands of the distributors — the 
Texas Company, the Continental, the Sinclair and other oil com- 
panies — was unconstitutional, as a burden upon interstate com- 
merce. The court declined to pass upon the question of the sever- 
ability of the law; in other words, declined to state whether or not 
the law must fail in its entirety, or whether so much of the law as 
applied to intrastate commerce could stand. This question was re- 
served for the final hearing of the case. The case is now await- 
ing final trial in the local federal court. The Supreme Court held 
that the law was not an inspection act, but essentially a tax for 
revenue. 

The New Mexico legislature, at its regular 1919 session, pro- 
vided for an income tax, to be collected from all individuals resid- 
ing within the state, from all firms and co-partnerships having their 
principal places of business within the state, from corporations and 
joint stock associations organized under the laws of New Mexico 
with their principal places of business within New Mexico, and 
also from all persons, firms, corporations and associations owning 
or operating any mine, oil well or gas well within the state, as to 
the income therefrom. 

The law provides for returns to be made by all persons whose 
income exceeds five thousand dollars during the preceding calendar 
year. The usual deductions are allowed with an exemption of 
$2,000 for the head of a family, and $200 for each dependent child, 
with $1,000 exemption to single persons. It was the intention of 
the law to have the tax apply only upon net income over $5,000 
after allowing exemptions, but the law is so worded that this in- 
terpretation is doubtful. It will also be noted that foreign corpora- 
tions are exempt, tmless their principal place of business is within 
the state, or they are operating a mine, oil or gas well within the 
state. Up to the present time no attempt has been made to enforce 
the law, as there is considerable doubt as to its constitutionality. 
No test suit has, however, been commenced. 

An attempt to pass an amended act at the special session in Feb- 
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niary of this year was defeated, and the legislature passed an act 
repealing the law of 1919, but this was vetoed by the Governor, 

As the law now stands, with the large exemptions and all income 
below $5,000 not taxed, the law is of very doubtful validity, and as 
a revenue measure is practically a dead letter. 

In 1919 a law was passed taxing inheritance. This law is ad- 
ministered by the Probate Judge of each county. Non-residents of 
the state have a right of appeal to the State Tax Commission. This 
law has been in force but a year and a half, and has been found 
fairly satisfactory. Some amendments arc necessary and will be 
proposed at the next legislature. The collections under this law 
amount to about $40,000 per annum. 

New Mexico has also a tax on private car companies. This law, 
as it now stands, will in all probability be changed so as to con- 
form to recent court decisions. The total assessed valuation for 

1918 was $2,315,540 and the taxes $39,82723. The assessment for 

1919 was $1,515,089, and the taxes $36,225.37, the decrease in val- 
uation being due to the basing of the assessment in accordance with 
court decisions. The tax collected is distributed proportionally 
over the state levies. 

By our two hundred dollar head of family exemption law, the 
state is losing $8,000,000 from the tax roll, while actually it is 
probably $15,000,000, and by the soldier exemption law, passed in 
1919, exempting $2,000 of property of soldiers and sailors of the 
late war, it is estimated that the state will soon be losing from teh 
to fifteen million dollars per annum more. Comment on our ex- 
emption laws seems superfluous. Personally, I am opposed to tax 
exemption in any and all forms. Under our form of government, 
citizenship should be worth the price. 

The product of the total taxes levied in 1919 amounted to $9,139, 
646, of which $3,294,054 was for school purposes and $2,253,841 
for roads and bridges, these two amounts being sixty per cent of 
all taxes levied. 

If half as many people devoted half as much time to studying 
our taxing system and the evils attached thereto, with a view to 
correcting them, as they spend in criticizing our high tax rate, 
there is no doubt but that the remedy we seek would be prompt 
and efficient, and yet, Mr. President and gentlemen. New Mexico 
is slowing emerging from the mistakes of our government during 
the first generations of misrule. Old prejudice has passed away 
and the two races are moving forward in harmony, and we confi- 
dently look forward to a contented and prosperous future. 

Chairman Whitney : The next state on the program this after- 
noon is Colorado, and we will now hear from the Honorable Celsus 
P. Link, of the State Tax Commission of Colorado. Mr. Link, I 
may add, has been one of the prominent men at all of our confer- 
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ences, and like a great many others of us, is intensely interested in 
what this Association is doing, what we have done, and what we 
hope to do in the future. 

Celsus p. Link, of Colorado: Mr. Chairman and delegates of 
the conference, Colorado's part will be short for the reason that 
there have been no fundamental changes during the past year, no 
legislation of any kind, and our work is progressing, about as it is 
found in other states. The important factor, as I think is also true 
in other states, is the increasing demand for public fimds, which is 
indeed very startling. 

On that point I may state that in Colorado, with an assessed val- 
uation of about one and one-half billions of dollars — which I be- 
lieve, in spite of the abnormal boom in land and real estate, through 
the war conditions, amounts to about a seventy per cent assessment, 
of these abnormal prices — we are raising for all purposes a levy 
of practically two per cent. Total levies in special districts, includ- 
ing state, county, schools, roads, towns and cities, of from twenty 
to thirty mills are getting very common. We have a number of 
instances where the total levy reaches over seventy mills — just 
think of that — seven per cent, and the unfortunate part is, in the 
towns and cities where those abnormally high rates prevail, the 
assessment is also high, because the selling value has been seriously 
affected by the high rates of property taxation. We are raising 
this year for all purposes in that western state about $30,000,000 
from property taxation. There is roughly about $5,200,000 for all 
state purposes. A great deal of that amount, which is raised by a 
levy of 3.47 mills goes back into the counties in the nature of 
school and road funds. The town and city budgets total $5,600,000 ; 
special school districts run $8,400,000; general county funds, of 
which a great portion is again for schools and roads, total $9,100, 
000. 

This condition naturally makes our work in property assessment 
very difficult. The rate is becoming so high that the tax bill is 
seriously felt, and it again emphasizes the importance of the wis- 
dom, as advocated by our leaders here, notably Dr. Bullock in his 
report, of getting better systems for state and local purposes, by 
which some of this taxation may be raised otherwise than from 
property. 

I have been requested to touch upon the supervision of assessors. 
In Colorado our tax commission law was passed in 1911. The 
commission was appointed in 1912. We were given very exten- 
sive authority, and I wish to say that I would rather call our work 
with assessors co-operation than supervision, because, in my judg- 
ment, that is the proper way to get results. Our formula is, in a 
rough way, about as follows: We attempt, if the legislature pro- 
vides the funds and it generally does, to call a meeting of county 
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assessors at the state capital as near the first of each year as pos- 
sible, to be held in conference with the members of the tax com- 
mission. During that meeting we attempt to decide as nearly as 
we can upon methods of first finding all of the tangible and intan- 
gible property in our state, and secondly, agreeing upon full value 
assessment. That meeting is one of the best ideas, I think, that 
any state can adopt. The result is that most of the differences 
between the counties of the state and between the county and state 
officers are eradicated. Our session lasts generally three days and 
they are busy days. 

Following the general meeting we have district meetings of 
various groups of assessors through the state, attended by one or 
more representative* from the tax commission. At these meetings 
we go more into detail of the assessment of each cotmfy, of the 
several groups. That gives the assessors a chance to compare 
their local values, both on real estate and personal property. 

After those meetings are completed, we then use all of the time 
and all of the force that is provided, which unfortunately has not 
been ample up to the present time. The legislature in its wisdom 
has given our commission only two field men for sixty-three coun- 
ties; but so far as possible the members of the commission and 
these field men keep in constant touch with the various assessors 
of the state, and work with them until their assessments are com- 
pleted, and under our law their assessments must be completed and 
their abstracts filed by September 1st. In a few instances we have 
had jto undo the work of the assessors, but in the eight years of the 
tax commission, this has been done in very few cases indeed. This 
year we hope, and believed when I left home a few days ago, that 
we should be able, with very minor changes, to agree upon every 
abstract filed from the sixty-three counties. 

In some cases, in years past, we had to resort to more or less 
blanket work on account of having new assessors, and the system 
being new more or less, and changing from a fractional to a full 
value assessment. Many of you are familiar with the record of the 
state on that. We made horizontal increases against the wish of 
the tax commission. I believe the increases should have been made 
upon under-assessed property, but under the law as it was held by 
the courts to be at that time, the increases had to be made hori- 
zontally. 

After the supreme court had decided upon that important point 
the tax commission at once drafted and recommended a constitu- 
tional amendment, which was adopted, giving the Board of Equal- 
ization wider powers, whereby we could go into a county or a sub- 
division of a county, and raise any item or class of property with- 
out making any horizontal increases. Since that time our work has 
gone along in a very much better way. Just recently I returned 
from a county in the southern part of Uie state that was being 
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assessed by a new assessor who hadn't had the experience, and I 
will cite this to give you tangible evidence of how we do the work. 

It first appeared that it would be necessary for us to use our 
power to. make a re-assessment, but after having a conference with 
the county officials, including of course the county assessor and 
many taxpayers, we got an agreement from the county officers to 
join with the tax conmiission in re-assessing the county — ^that is, in 
making an original assessment, which amounted to re-assessment. 

That brings up the matter of cooperation between officers and 
taxpayers. That happened to be an agricultural county very 
largely. Before starting our work, we held three meetings, three 
farmers' meetings in the three important sections of the county. 
The sessions with the farmers lasted in no case to exceed two 
hours, and in no case was there a failure to get the hearty co- 
operation of the farmers, in agreeing to fair legal assessments. 
That brings out the importance of education in our assessment and 
tax work. That, as I see it, is the bulwark of any system, to edu- 
cate and fully advise our taxpayers, to get them to understand their 
duties as taxpayers, and to have them understand the officers' duties 
tmder their oath and bond ; and in turn to give the officers a chance 
to get full, accurate, comprehension from the standpoint of the 
taxpayers of the state. 

I will again call attention to a minor item, which is for the 
benefit of those who were not present the last year. After having 
carefully gone over the real estate, utility corporations, livestock, 
and the larger items, we finally came to merchandise, and by just a 
few months' work with our two field men we succeeded in increas- 
ing the assessed valuation of the merchandise over $30,000,000; 
and we found during that investigation much to our surprise, that 
that item of personal property had been more underassessed than 
any item that we had investigated within the boundaries of our 
state. At the average rate applied to the increase in valuation this 
item alone drops into our county treasuries over $600,000 a year in 
cash taxes. That, delegates, illustrates the importance of joining 
in cooperation with our county assessors to get thorough results, 
to first get the property on the books, and then get a fair valuation. 

Now, that covers briefly the field that I have been asked to cover, 
and I am going to close by again calling attention to the importance 
of the county assessor. We have in Colorado the county plan, 
which I feel sure you will all agree is very much better than the 
township plan, and of all county officers the county assessor is by 
all means the most important officer. He is the chief foundation 
of our state and local governments; he should be just as good a 
clerical man as our county clerk; he should be just as honest as 
our county treasurer; and besides those ftmdamental qualifications 
he needs age and experience and knowledge far in excess of that 
demanded of any other officers. 
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The weakest point in our Colorado system today is that our 
assessors are elected by party politics for a short term of two 
years. I firmly believe, gentlemen, that the greatest step that the 
United States could take in fair property assessment would be to 
get our county assessors out of party politics, and appoint them 
for permanent service, subject of course to removal for cause. I 
thank you. 

Mr. William Bailey, of Utah : I should like to ask Mr. Link 
a question. It has been advocated by this body for a number of 
years, in the gatherings that I have attended, that it is preferable 
to appoint the assessors. I understand that in Colorado they have 
done that, and I should like to ask Mr. Link how that is working 
out and what he thinks of the plan. 

Mr. Link : I regret to say that that is a mistake. Colorado has 
not done that; I wish that we had. But I will state this, that this 
fall there is a small step in the right direction. A constitutional 
amendment was initiated and will be voted upon at the coming 
election, to lengthen the two-year elective term to four years. 
That, while it is a step in the right direction, is far, of course, from 
appointment ; but it will be a great improvement. 

J. E. Saint, of New Mexico: I should like to ask Mr. Howe 
if Kansas has not abolished the elective assessor and left it to the 
county commissioners to select the assessors. 

Samuel T. Howe, op Kansas: That is not so, Mr. Saint; no, 
unfortunately, that is not true. We did have such a law for two 
years and under that system we raised our total valuations in the 
state from $425,000,000 to $2,400,000,000; but politics got into it. 
The appointive system is abolished and the county clerk now is 
ex-officio county assessor; and he is an elective officer. 

Chairman Whitney : What is the length of his term ? 

Mr. Howe: Two years; and the good county assessor does not 
get re-elected. 

Chairman Whitney: I am afraid. Judge Howe, that is inevi- 
table. 

Allen C. Girdwood, op Maryland: While we were the new- 
comers into the tax field, I think we have the ideal system for the 
appointment of assessors. While they are not assessors as such, 
they exercise all the functions of the assessing power. The county 
commissioners of each county unit submit to the state tax com- 
mission five names, and the state tax commission selects one of 
those five as the assessor. The term of office is perpetual, with 
power of removal by the state tax commission, and my experience 
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with the state tax commission has been that very, very few of the 
supervisors have ever been removed. 

Chairman Whitney: Is the supervisor supposed to give his 
entire time? 

Mr. Girdwood: The supervisor is supposed to give his entire 
time. Based on the amount of property under supervision, the 

salaries run from $600 to $2,200. 

« 

Mr. Bailey: I should like to finish what I wanted to say. 
It is an unfortunate thing, — you take it here in Utah today, we 
have a number of very fine assessors and three of them, I say 
in passing, would remain at their post, but won't do anjrthing to 
ask for re-election, and may step out. That means that the boys 
must get out and educate the second time. I was hoping some of 
you eastern fellows would come out here and tell us how to change 
that condition, so that when we get a good man we can keep him 
in the place. 

Chairman Whitney : Do you pay him enough ? 

Mr. Bailey : He is getting $300 a year. 

Mr. Saint : I should like to ask Mr. Girdwood who prepares the 
rolls after the assessment is made; does the assessor make the 
rolls, or do you have the auditor do that? 

Mr. Girdwood : We do not have rolls ; our assessments continue 
perpetually until changed. They continue from year to year, but 
changes may be made. We can increase the values. The super- 
visor can make additions or the state tax commission may do so. 
We do not make a new roll every year. 

Chairman Whitney: The county supervisor can increase the 
value of any particular piece of property if he believes it has been 
undervalued ? 

Mr. Girdwood : So can the assessor ; but what you call the rolls 
are certified from the coimty assessor's office to the treasurer's 
office, and that is done annually. That is analogous to your roll. 

Douglas Sutherland, of Illinois: I should like to hear from 
some of the Eastern states. I can make a report of tentative prog- 
ress from Illinois. Our constitutional convention in committee of 
the whole has approved a report for county organization, creating 
the office of county assessor- Our assessments are now made by 
township assessors who are elected; and my recollection is that 
the constitutional provision is sufficiently broad to allow the legis- 
lature to say how that county assessor shall be chosen. 
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' Chairman Whitney : May I ask a selfish question ; are you 
going to improve the method of paying the taxes ? 

Mr. Sutherland : I think we shall do that, yes, sir. 
Chairman Whitney: I hope so. 

W. N. Hardwick, of Idaho: May I ask the gentleman who 
spoke over there what state he is from, where they have the county 
supervisor ? 

Chairman Whitney: Maryland. 

Mr. Girdwood : Where everything good comes from. 

Chairman Whitney : The next state among our Western group 
represented is that of Arizona, the Hon. Charles R. Howe, member 
of the State Tax Commission of Arizona, who will now respond 
for that state — Mr. Howe. 

Secretary Holcomb : I have Mr. Howe's paper and in the case 
of his absence I assume it will be appropriate to have it entered 
upon the record. 

Celsus p. Link, of Colorado : I suggest that Mr. Holcomb read 
the paper ; it seems to be short. 

[Motion seconded and adopted.] 

Secretary Holcomb: This paper is entitled, "Assessment and 
Taxation of Live Stock on the Open Range." I imagine Mr. 
Bailey's thought is that possibly he may find in here something in 
response to his suggestions made the other day as to the assessments 
in Arizona, in the counties bordering on Utah. I am sorry to say 
that he will be disappointed in that respect. 

ASSESSMENT AND TAXATION OF LIVE STOCK ON 

THE OPEN RANGE 

CHARLES R. HOWE 
Member, Arizona Tax Commission 

I fully realize that the subject assigned me for discussion is at 
best a dry one. However, it is still a matter of considerable in- 
terest in a few of the Western states. We all know that the " open 
range " is rapidly becoming a thing of the past. The dry farmer, 
or so called "nestor", together with his barbed wire entangle- 
ments, has been gradually tightening his lines and driving the cattle 
and sheep men farther and farther west imtil at the present time 
you can almost count the "open range" states on the fingers of 
your hand. That the open range is doomed to be a thing of the 
past at no distant date you will scarcely find one who will deny. 
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While this approaching condition is viewed with considerable 
alarm by the stockmen now using the open range, yet I firmly be- 
lieve that after the transition has actually taken place, the live stock 
industry will be on a sounder and firmer established foundation 
than it ever was under the old "open range" conditions, where 
all thought they had certain rights, yet were never sure of them 
for any length of time. 

To the assessing official or tax gathering body, the actual listing 
and valuing of this class of property presents many perplexing 
angles. Speaking from an experience of more than fifteen years 
as a taxing official in Arizona, one of the few remaining states still 
using the public domain as the open range, I feel thoroughly quali- 
fied to discuss the subject from its many angles. 

Live stock, in its broader sense, means cattle, sheep, goats, 
horses, mules, burros, hogs, etc. Some assessing officials even yet 
insist on listing bees and chickens as "live stock". The latter 
item reminds me of one of our very efficient Arizona assessors, 
who, when queried at the State Tax Conference as to just how he 
had obtained such a remarkable increase over the former year's 
assessment on the item of poultry, replied that the chickens in his 
county were so wild that the previous assessor had been unable to 
find them, but that he had overcome the difficulty by searching for 
them with lanterns after they had gone to roost. Needless to say, 
this method was given the hearty endorsement of the State Tax 
Commission. 

The first and most serious problem that presents itself to the 
taxing official in assessing live stock on the open range is that of 
obtaining an approximately correct enumeration. It is to this 
phase of the subject that I will devote the greater portion of my 
remarks at this time. 

Prior to the year 1912, no general system or method had been 
used in Arizona for the taxation of live stock on the open range. 
In 1913 the Tax Commission first took the matter in hand and im- 
mediately started a survey of conditions that convinced them that 
only a fraction of the live stock was being listed for assessment. 
After thoroughly considering the proposition from all angles it 
was decided to prepare a form for use by the assessors and to be 
filled in by the cattle owner, showing among other inf onnation : 

First; Number of calves branded and sex; 
Seccmd; Number of cattle sold and sex; 

(a) 1-year old 

(b) 2-year old 

(c) 3-year old and up 

Third; Niunber lost by death on range and sex. 

The information obtained through these statements proved of 
great value to the assessors in computing the number of cattle 
owned by the different taxpayers. 
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As an example and to illustrate the method used, let us suppose 
that the records show that John Smith sold 100 head of yearling 
steers and ten head of steers, two years old and up, in 1919. 

Using this as a basis we find as follows : 

Yearling steers sold loo 

Cut backs and nngathered lo 

Yearling heifers no 

Mothers for above 2ao 

Twenty per cent of mothers not raising calves 45 

Two-year-old heifers not yet raising calves i lO 

Bulls, one to 25 cows 15 

Total 610 head. 

Thus it will be seen that if you multiply the yearling steer sales 
by six and add the two-year-olds, you will arrive at a very close 
approximation of the number of head of cattle owned by the tax- 
payer. Some of the Arizona assessors take th^ shipping record 
over a period of five years in order to meet the situation where the 
owner fails to sell or ship cattle in any one year. This always 
proves a valuable check. In case the brand tally is kept and no 
shipments made, then three times the number branded is consid- 
ered a close approximation of the number actually owned. Still 
another method largely used in Arizona wherever possible is the 
permits issued to cattle and sheep men by the United States Forest 
and Indian Service, for the purpose of grazing their herds. This 
latter method is considered to be reasonably accurate because it is 
claimed that the stock is counted on and off the reservation by 
government inspectors. Objections to this method, however, have 
been made by the stockmen on the ground that frequently they take 
out a permit for a greater ntunber than they actually own, in order 
to be able to provide for future increase in their herds. Still an- 
other method used is to obtain the dipping records wherever pos- 
sible. In using any of the methods herein outlined it must be 
always borne in mind that none are infallible. There arc excep- 
tions to all rules. However, any method, if good judgment is 
used in its application, is better than an arbitrary assessment or 
pure guess-work; all act as a check on the rendition by the tax- 
payer, who seldom knows the correct number of live stock he owns. 

One of our oldest and best assessors in Arizona who keeps a 
book record with all the livestock owners in his county, showing 
the number of calves branded each year, shipments, losses by death 
and other information, over a period of years, has informed me 
that many of the owners actually come to him to ascertain the con- 
dition of their herds as to numbers, etc., and tell him that he knows 
more accurately than they themselves, the correct number of five 
stock owned by each taxpayer. All of the above is due to system, 
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the lack of which most seriously handicaps any assessor and tends 
to create inequality in taxation; for after all is said and done, the 
original assessment is the all-important feature of taxation. If this 
is not reasonably correct, the entire structure is faulty and no board 
of equalization, no matter how painstaking, can ever create equality 
from a faulty original assessment. 

Another feature of the assessment of range live stock is the unit 
value. This, of course, should be uniform throughout the various 
subdivisions, for taxing purposes, with the possible exception that 
frequently it occurs, in the higher altitudes and colder climates, 
that both cattle and sheep grow larger than in the lower altitudes 
and warmer climates. This results in a considerable difference in 
the price actually received by the growers. In this connection a 
matter of great importance is classification. Most taxpayers seri- 
ously object to classification. They would rather render their 
herds as a whole and not bother with classification. In this respect 
I am sorry to say that Arizona is woefully deficient. However, the 
Tax Commission' expects to overcome the main objections at an 
early date and classify all of the different species of live stock. 

Another matter for consideration is, should the offspring and 
product of the herds assessed, also be assessed and taxed during 
the year of their birth, and, if so, how young should they be listed ? 

Owners of live stock argue, and with considerable merit to their 
argument, that crops grown from land are not assessed during 
the same year grown. Owners of land argue that there is no com- 
parison, for the reason that they do not harvest their crops until 
the latter part of the year, while in the case of sheep, the January 
lambs, as well as the wool crop, are marketed and the money re- 
ceived therefor as early as May, during the assessing season. These 
are some of the problems that confront an assessing official in the 
performance of his duties. 

Summarizing and in conclusion I should say that the chief requi- 
sites to a just assessment and taxation of live stock on the open 
range are: 

First; A county assessor with plenty of backbone. 

Second; Some good workable method or methods, supervised by 
a centralized authority, to be used in obtaining a correct numer- 
ical listing. 

Third; Classification, with particular reference to age, sex and 
climatic conditions. 

Given all of the above, under a conservative supervision, and 
little difficulty will be experienced in obtaining a just and equitable 
assessment of live stock on the open range and I guarantee it will 
not be found necessary for any assessor to conduct a " roimd up '* 
in order to get a correct assessment of this class of property. 
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Chairman Whitney : That exhausts the list as printed on the 
program, with the exception of special topics. Mr. Link has given 
us his views on the question of the supervision of assessors and re- 
assessments, and we have just heard Mr. Howe's paper on the as- 
sessment of live stock on the open range; now we should like to 
hear from any gentleman present, either from those states or other 
states in discussion of the papers which we just had. 

William Bailey, of Utah : This is a subject I know many of 
the western states are interested in. It is quite customary for us 
to graze our cattle along the border of the state ; they go from one 
side into the other, and it has been the subject of a great deal of 
controversy. The state of Utah has a law that if any sheep come 
into this state from another state, we charge twenty cents a head 
for grazing, and cattle fifty cents a head, but if the adjoining state 
has no law like that, we don't apply it. There is a whole lot of 
controversy, and it appeals to me that if something could be done by 
these western states where the public range is being used, whereby 
we could get some uniform laws, it would be very desirable. We 
are all American citizens, and because some man lives in Colorado, 
I don't see why we should penalize him because he comes into 
Utah, or vice versa; and, I say in passing, we should be glad to 
get Arizona, Colorado, Nevada, Montana, Idaho, and Wyoming 
together, so that we might get some uniform laws on this point. 

A while ago somebody mentioned migratory bees. Let me tell 
you how it has affected Utah. There are only portions of the state 
where bees are successful. They go where there is alfalfa. In 
one of our coimties as it gets cold, they take these bees and ship 
them to California for the winter. They keep them down there 
until spring comes, until the alfalfa comes out again, and ship them 
back, and it means a lot of honey. This state is losing a lot of 
honey because we jiunp on those people and assess them again, 
when they were all assessed January first in California. It looks 
to me as if our western people ought to study that to the end that 
justice be done to cattle men and these other people. 

J. E. Saint, of New Mexico : I should like to tell the conven- 
tion how New Mexico and Colorado and Arizona handle the sheep 
that go from one state to the other. A great many Colorado sheep 
come down to New Mexico to winter; a great many New Mexico 
sheep go up to Colorado to summer. We have a "gentleman's 
agreement," as it were, on the assessment of sheep and cattle that 
go from one state to the other. We have no laws assessing a por- 
tion of the year, so we assess half the sheep they have for a whole 
year. Isn't that right, Mr: Link ? 

Mr. Link: Yes, sir. 
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Mr. Saint: (Continuing) Colorado assesses half of the sheep 
for a whole year. We have the same agreement with Arizona. 
Last. fall there was a severe drouth in Wyoming, and we gained 
about 25,000 cattle. We had a good assessment, about 25,000 cattle 
and probably 50,000 sheep came down to New Mexico to winter. 
Most of them were going back this summer. The Governor of 
Wyoming took the matter up with our Governor, who sent for me, 
and I told him that the best way out of it was to apply the same 
rule we had agreed to with Arizona and Colorado, that we would 
assess half the live stock they brought down, for a whole year, and 
let them go back when they pleased, but if they went from our 
state to the market, we should apply the full time. 

Mr. Bailey: Mr. Whitney, I have just learned from Mr. Lack 
of California, for the benefit of our assessors here, that there are 
no bees assessed in California until the first of March. Now, 
boys, you know what to do. 

John D. Robertson, of Idaho : In our state they have a migra- 
tory stock law which provides that the county where the stock is 
first assessed, shall be known as the home county, but there is no 
provision for stock coming from Wyoming, Utah, Nevada, or other 
states. To overcome that in some localities the assessors have 
allowed a certain amount of time, that is, we compute the time on 
the number of head, and assess them for the number in the state, 
give them credit for the number without the state; but in other 
localities they don't do that. 

We worked on this plan, the idea was — perhaps it is a selfish 
one — we wanted Idaho grazing and Idaho stock. When stock came 
into our state for the summer range, and then went out in another 
state for the winter beef, that was against our people. It was our 
policy to compel those stock men within our state to create a market 
for our own product. I realize the necessity, as Mr. Baily stated, 
for some arrangement, and not leave it to the assessor to deter- 
mine whether or not he will allow it if our law forbids it Our 
law holds that all property within the state, no matter whether it 
be migratory stock, if not previously assessed within the state of 
Idaho, shall be assessed for the entire year with no credit 

Now then, I find in my experience working over the tax laws of 
our state, that in the past sheep from the state of Utah have gone 
up into our southern counties and ranged there all summer. That 
was prior to the migratory stock law, and those men have been en- 
abled to get through the state and esc^>e the assessors in some in- 
stances, and have gone back into Utah without paying any tax 
whatever. Now, under the old law they merely assessed those 
sheep for the period of time they might be in the county. To 
overcome that we passed a law compelling them to assess the sheep 
for the entire year, unless they had been asse^ed previously. 
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There was another purpose: When those sheep get into the high 
mountains and timber, it is almost impossible for the assessor to 
find them, and there was a tendency on the part of the sheep men 
to dodge the assessor and they could get by perhaps with a three 
months' assessment. I agree with Mr. Bailey that there should be 
some method or plan arrived at whereby these neighboring states 
could, through delegates appointed by the Governors, perhaps, rec- 
ommend a law to our state that would provide for an allowance 
for cattle or sheep coming from one state to the other. 

While I am on that subject I am going to speak further in re- 
gard to the necessity of having legislation along other lines in 
which we are much interested. I have been acting as assessor for 
our state and gathering data for the State Board of Equalization to 
-determine the valuation of different classes of property. One of 
the hardest things I have to deal with is determining the valuation 
of public utilities. The agents for these utilities appear before the 
State Board of Equalization and always complain that Idaho is 
assessing them out of proportion to other states through which they 
pass. That may be true, but I want to tell you, gentlemen, as a 
rule the agents of those companies are very slow about giving the 
board or the agent any data whereby they may determine the true 
value of the properties. I have thought it would be a good idea if 
irom this body we could have a meeting of the representatives, say, 
of the states of Washington, Oregon, Utah, Idaho and Nevada. 
We have certain property like the Oregon Short Line, the Mil- 
waukee, the Northern Pacific — all of those great lines — passing 
through these different states, and the idea I want to convey to 
you is this, that if we could by some method, determine the value 
of those properties, then we could take our percentage of value 
that we are applying to other properties in our state, and apply it 
to all those properties. 

I think it is highly to our advantage to have some method 
whereby states may have some uniformity, because in many cases 
it is unjust to the companies. There is no disposition, I believe, on 
the part of the taxing authorities in any state to work a hardship 
upon them, but perhaps the hardship is applied to them through 
ignorance. They are very slow to give us the necessary infor- 
mation. 

Mr. Galvani, of Oregon: I don't intend to speak very much 
on the subject, but this has been brought up and I happen to be. 
unfortunately, representing a company that is in Oregon, Wash- 
ington and Idaho. I might answer some of the criticisms of the 
gentleman from Idaho. There is a general disposition among the 
assessors and tax conmiissioners to feel that public utility corpora- 
tions are not assessed for their full value. There are two sides to 
this question. A public utility may sink a great deal of money, a 
23 
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heap more than the utility is worth, and if you gentlemen want to 
assess at the full value, you practically confiscate that property, 
and that is the chief complaint of the public utility. If you would 
assess some of them at what they have sunk in their business, why 
they might as well give you the business and go out of business. 
We cannot give you the full value; we give you the value we 
think is reasonable, and which will give you an income from our 
property for taxation purposes equal to that you get from any 
other property. You know well that certain private properties, 
that have been acquired at a certain sum, within a certain niunber 
of years, have depreciated to almost one-half, because of the 
migration of business from one end of a town to another, or for 
some other reason, yet you would not think for a moment of assess- 
ing that property for what it did cost five or ten years ago when 
the business was there and the income was there. But when it 
comes to the public service proposition, you want to get us coming 
and going; and that is our chief complaint here. Very often you 
get out more than we do a year; we have no redress of any kind. 
We come before you, and if we don't make anything, you say the 
property is worth that much; when we come before you and do 
make something, you say we make too much. 

John D. Robertson, of Idaho : You seem to have misconstrued 
my remarks. I agree with you that public utilities are assessed 
higher than other classes of property in Idaho, and if I had my 
way in this convention — ^that might be difficult — I should ask the 
representatives of the different companies to come before the com- 
missioners and lay their cards on the table, let us determine the 
proper earning power. 

Mr. Galvani : We are delighted to do it, sir, at any time, and 
when we come before you we furnish a full statement of what we 
make and what we lose. I did not mean you personally, under- 
stand, I mean assessors in general and tax commissioners. We do 
lay our cards up, whether we want to or not. We file statements 
generally; we file our balance sheet; you see just as plain as any- 
thing that we don't make an)rthing; that we don't waste anjrthing; 
that we carry on our business as economically as possible, in fact, 
more so than any state or county government. 

C. P. Link, of Colorado : Speaking on the subject of live stock,. 
I agree with the suggestion of Mr. Bailey that we ought to have 
uniform laws, but we know from experience that it will be a long 
time before we can bring that about. In the meantime, in spite of 
the unfortunate technicalities of the laws of different states, I feel 
that the officials of the various states, the state officials and the 
county officials, along the side lines ought to be doing as Utah, and 
Colorado are doing, agree upon a fair division of live stock that is 
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run from one state to another, in proportion to the time that it is 
kept in the state. I have known many states that have done that 
in spite of technicalities of the law, and there has been no objec- 
tion to it, no kick-back. We all, as the gentleman stated, years ago 
were selfish and wanted to grab everything in sight for our states. 
As time has gone along we became acquainted; as neighgbors we 
learned better than that; that it is not fair to play football with 
the stock men who live along the line. The only sensible thing is 
to agree on a fair distribution on the length of time that the cattle 
are run in each state. 

I often think of Wyoming's law. A number of years ago they 
passed a sensible provision up there that they would assess live 
stock in Wyoming for all of the time of any given year that it was 
not assessed in any other state. That shows that Wyoming was 
very fair. 

Chairman Whitney: Suppose the day on which the liability 
for taxation becomes fixed is the same in the various states, how is 
it possible for you to assess the same herd in two places ? 

Mr. Robertson : It won't be, but fortunately no two states have 
the same day. 

Mr. Galvani : I should like to make a request of the officers of 
this National Tax Conference, and I think it would be concurred 
in, no doubt, by all the gentlemen who represent public utilities, 
and also their assessors and tax commissioners; I don't see why 
this Tax Association should not attempt to get something tangible 
on this public utility business. They have an inheritance tax com- 
mittee, and most every other kind of committee — a Model Tax 
Committee — why not have a Public Utility Committee and see 
whether we cannot get something out of it. 

Secretary Holcomb: It occurred to me, while the discussion 
was going on with respect to live stock, purely as a representative 
of the National Tax Association, that it would be appropriate if, in 
connection with our general work of uniformity and standardiza- 
tion in legislation, we should, concurrently with the suggestion of 
Mr. Link, start a movement whereby finally the statutes might be 
amended. 

A substantial, broadly founded committee, representing various 
sections of the United States, meeting together — men who are 
thoroughly conversant with the particular subject — could formu- 
late suggestions, which could be submitted to the Model Committee. 
After consideration by them, they could be perhaps referred back 
to the conference and argued again and in time, slowly and surely, 
along the methods that we have found to be appropriate, we could 
reach some conclusions which would be of substantial advantage 
on this question. The same suggestion would of course apply ta 
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the utility proposition and it is my thought that that would be pos- 
sible, and could be managed. It would require a resolution from 
this conference requesting the Tax Association to consider the 
matter and thereby start the movement along. Does that occur to 
you, President Haugen, to be an appropriate suggestion ? 

President Haugen : Yes. 

Chairman Whitney: I understand that the Association has 
had that in mind, and, as Mr. Link suggests, if those who are 
enough interested in the matter, would formulate a resolution, 
submitting it to the Resolutions Committee for their consideration 
and report to the conference, it would be the best way to get the 
thing started. 

J. E. Saint, of New Mexico : I suggest that the representatives 
of the grazing states present at this conference initiate something 
of this kind by a meeting in the morning about nine o'clock at the 
Utah Hotel. What do you think of that, Mr. Link? 

Mr. Link : I should dislike to set a time that conflicts with our 
program; if we are going to meet, it should be some time that does 
not conflict with the regular program. 

Mr. Saint : I am making the suggestion without regard to time 
to try to get together, some time before we adjourn, and let the 
representatives from these grazing states talk the matter over and 
maybe we can formulate something to present to this conference. 

Mr. Link: I think the idea of having the grazing states get 
together is good. 

Mr. Bailey: If there is no objection, immediately upon the close 
of this meeting we will have our picture taken down on the steps. 
After this, my office is right there, and we can meet in that office. 

John Edgerton, of Montana: Montana is a large livestock 
state. We assess live stock there that is in the state at ndon on the 
first Monday in March. Stock afterwards brought in to go into 
the live stock industry permanently in the state is not assessed 
until the following year. Stock brought in for strictly grazing 
purposes is assessed when it is brought in, for the yean Listening 
to the remarks of the gentlemen here, I see the injustice of that. 

In Montana we have tens of thousands of head of live stock com- 
ing from Idaho and Wyoming, and we assess them and collect the 
tax on them. They come in and graze our range through the sum- 
mer. They are driven out of the state and returned to Idaho to 
eat that alfalfa that one of the gentlemen spoke of in the winter. 

I am sure any move of the committee of the states along the 
line of a fair tax, will meet the approval and cooperation of Mon- 
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tana. We have migratory stock laws that apply between the coun- 
ties. As Mr. Robertson said, so it is in Montana. The stock is 
assessed on the first Monday in March in the county in which it is 
found. That is the home county. If it is driven out immediately 
afterwards to another county, the county in which the stock is 
assessed collects the tax. The date of its removal to another county 
is certified to that county, and if it goes into still another county, 
it is so certified. 

After the taxes are paid and the year is done, the county asses- 
sors remit to each of these counties its proportion of the tax. That 
is undoubtedly a fair measure; it may be that that idea could be 
extended to a committee between the states, as we have it in the 
counties. I shall be glad to join with the other states in a discus- 
sion of that matter, as proposed. 

Mr. Robertson spoke of the matter of getting returns from cor- 
porations, that is, the interstate corporations. Montana in the last 
two years, while I have been in the work there, has been furnished 
the most full and complete data as to the valuation of properties of 
that kind, and I think it is fair to say that we have never found 
any difficulty in getting data on which to base a valuation of prop- 
erty in the state. 

M. D. Lack, of California : We have the migratory stock prob- 
lem as between California and Nevada, which is going to bring us 
into this conference, for the reason that whatever comity is arrived 
at between Nevada on this side, with Utah, and her neighboring 
states, she would be bound to on the other side. We are not simi- 
larly situated because we border on the ocean and have no one on 
the opposite side to deal with. 

I can see a difficult problem in reaching this comity, because we 
are firmly bound by our constitution. The gentleman who just sat 
down said his constitution — ^he did not say his constitution — ^but he 
said they assess all stock in their state on a certain day. That is 
the same circumstance we have, and ours is embodied in the consti- 
tution. We must assess all property found in the state on the first 
Monday of March at noon. That is why we do not get Utah's 
bees, and they are going to assess them now, knowing that we don't. 
I shall be glad to go into that conference with the states which are 
siimlarly situated, and if we can arrive at some solution which will 
finally work out into a satisfactory result, I am satisfied. 

It seems to me the proposition of a resolution asking this Na- 
tional Tax Association to appoint a committee to devise a means 
to have that brought about in a legal way, is the one final solution. 

To the gentlemen who have the difficulties with the public ser- 
vice corporations, I recommend that they look at the system of 
handling that kind of corporations in California. We find that we 
have what is proving a very satisfactory system. To my mind, it 
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is a long step in advance of attempting to value public service cor- 
porations in an advalorem way. We assess them on what you 
might call an income basis, gross receipts tax. We work it as a 
gross receipts tax or net receipts tax. We find there is very little 
complaint from the corporations. Occasionally one feels it is 
being abused as compared with another, and we have no hesitancy 
in saying that is true, that we have a new system, but we can say 
that people are being treated exactly alike, as far as it is humanly 
possible to bring that about. It has proven very satisfactory. We 
do that at the central location. The state commission or board of 
equalization makes these assessments, the assessment being of course 
largely a matter of -calculation, because the law provides how it 
shall be done. The state board makes assessments on other corpora- 
tions on their corporate franchise or corporate excess, but they are 
not exempted from local taxes. 

Now then, to take care of the local institutions, the counties or 
townships, whatever they may be called in the various states, the 
state of California on the withdrawal of this corporate property 
from local taxation, discontinued the system of having the counties 
collect a state tax. In other words, the property that has a local 
situs is not assessed for state purposes, so that the county itself 
collects its own tax, upon its own rate, under the supervision, how- 
ever, of the state central body and retains all of that tax. They 
save, in other words, all of the tax formerly collected and paid 
into the state treasury upon the property having a local situs in the 
county. On the other hand, they lose their county tax upon the 
property of the public service corporations. And when we say 
" public service corporations " it does not make any difference 
whether it is a corporation or an individual. It covers power and 
light companies, railroads, banks, power companies, insurance 
companies, express companies — in fact, all of the companies doing 
business in more than one county. In the case of banks, they are 
assessed locally and the tax is collected for state purposes. 

I can assure you that it has been fully demonstrated to us that it 
is a step very much in advance of the old idea of attempting to 
value for advalorem purposes the public utility properties, by local 
divisions. It was very inequitable, as between the counties, very 
difficult and practically impossible for the local man to get an 
advalorem valuation. It removes the tendency of the corporate 
officials to furnish the local assessor — as the gentleman said refer- 
ring to oil companies yesterday — with good cigars, and the neces- 
sity of having to deal with some assessors who do not smoke, thus 
getting different results, which of course we understand. It re- 
moves the feeling that it might be true, and removes them from 
their interest in the political end of the situation which applies to 
the local subdivisions. 

We find that the corporation people would rather deal with one 
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source than several hundred sources, as the gentleman in the chair 
said was the case with the Western Union. In California he deals 
only with the State Board of Equalization, and about all the deal- 
ings he has with them is to furnish them the information they 
require, on blanks furnished for the purpose. He furnishes the 
return and we compute the tax and extend it upon the tax roll, 
and he pays it. This is the first time I have ever seen the gentle- 
man and we rarely ever see any of his people, except local state 
officials, who are always pleasant and want to assist, and, we assume, 
are entirely friendly. 

There is no opportunity for getting anything but what the law 
provides, because it takes care of itself. No matter how much in- 
clined the central body might be to favor one or another corpora- 
tion, they would be unable to do so, because the gross receipts 
stand for themselves. 

We believe we are maintaining an equality between the tax paid 
by the local taxpayer on the property having a local situs, and the 
tax paid by the corporate properties upon their gross receipts. We 
established the rates which corporations should pay upon a basis 
of comparison with the tax paid by the farmer upon his farm and 
the merchant upon his stock. We did that in this way: First of 
all we had to value the corporate properties, of course. We took 
a stock and bond value, wherever it was possible to make one, and 
that is the best value after all. Where in most cases we couldn't 
get that kind of value, we took it by appraisement, or otherwise, 
whichever was the most applicable system. 

Having arrived at the value of the corporate properties, we de- 
termined what the average tax rate in the state and the local sub- 
divisions was, in other words, what a man owning property in all 
the subdivisions would be paying as an average tax rate on full 
value, which we used as a constructive tax rate. To determine 
then what the rates upon the corporations should be, we took the 
value of the corporate property and applied these constructive tax 
rates, to see what they should pay into the state in the way of 
taxes. We then got from them their gross income, and that we 
used to divide into the amount of tax they should pay to arrive at 
the rate of taxes which should be fixed upon their gross income, to 
produce what would be a tix equal in the way of burden to the 
tax paid by the man on his cattle, or land, and so forth ; and from 
time to time we revised that, changed the rates. 

We made one quite liberal mistake. In the case of express com- 
panies we arrived at a rate of 2 per cent upon an erroneous basis 
of income, that is, in dividing the income in the state and out of the 
state. We have since revised that and they are now paying only 
nine-tenths of one per cent on the gross income, which is not 
much of a burden, yet it produced a very much greater amount of 
tax than did the advalorem assessment, because express companies 
have very little property. 
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I could go ahead and explain in detail to you how we arrived at 
the income in and out of the state, but it is not necessary. 

Mr. Bailey: This is quite a point and I am much interested 
in what the gentleman from California says. There is one point 
that occurs to me and I was wondering if the rest of our west- 
ern people noticed the point: Isn't the legislature likely to incline 
toward extravagance when their appropriations come from the 
public utility? It seems to me it is going to breed extravagance* 
That is the one objection I have always had in my mind to this 
attempt at the separation of state and local taxes. If the state de- 
rives all its revenue from the public utilities, and then the legisla- 
ture comes together and makes the appropriations, and they don't 
have to raise the money on the general property, I am fearfuL 
I should like to know just how that works. 

Chairman Whitney : Mr. Bailey, it is not the province of the 
presiding officer to discuss, but I am in hearty accord with your 
suggestion. I think you take away by separation the interest the 
general public should have in the expenditures for state purposes, 
and that of course may lead to extravagance. When the constitu- 
tional amendment in California was passed in 1910, the rates were 
determined, as explained by the gentleman. Since then, of course, 
we know that there have been increasing costs for all sorts of 
public endeavors, very material increases, and it was undoubtedly 
necessary for the state of California to raise the rates, but there is- 
the absence of the interest of the man in the street in what the 
state is spending, when you have separation 6f sources, as yoa 
have expressed it. I think it is a dangerous thing to have that com- 
plete separation so that the interest of the ordinary individual is 
lost in the cost of state government. 

Mr. Lack : I should not advocate complete separation. I think 
the gentlemen have heard enough from me on that question. I am 
thoroughly in accord with the theory that the taxpayer should be 
closely connected with the expenditure of his money, and for that 
reason I should not advocate complete separation. 

The other question Mr. Bailey raises is not a point that is as 
much real as it would seem to him to be, because if you maintaint 
your equality between the amount of tax collected from the cor- 
porations, and that from local property by the local subdivisions, 
then you are going to get away from the legislature having its 
weaknesses for expenditures by a raise in rates. Of course they 
must not raise those rates. If you make it perfectly apparent, 
when you make your separation — such separation as you do make — 
that at all times these rates must be kept in accord with the rates, 
paid by local property, then your legislature has no leeway to go 
outside of that. It is not as difficult and serious as it would appear 



CORPORATION TAXATION IN CALIFORNIA 361 

to be, although it can be made unsatisfactory, but I fancy Mr. Bailey 
in his sincere way, would be able to give his legislature a showing 
that would convince them as to what the relative burden of taxa- 
tion upon corporate property and individual property was, and 
they would not go very far astray. I don't take that as a serious 
matter. It does look like soitnething until you try it, but it does 
not bother us at all. Divorcing expenditures from the local tax- 
payer is not right when you make complete divorcement. In our 
state we have an anchor to windward there of a provision in our 
law which makes it necessary in the case of state deficiency, of 
emergency, or of need for large expenditures, that in such a case, 
in place of attempting to boost rates beyond what the other people 
are paying in the way of tax, we must go back to property and 
assess an advalorem tax. I assure you that is quite a deterring ele- 
ment to state officials in the way pf incurring expenditures outside 
of what the corporate properties pay at the equated rj^e. It does 
lead to some large expenditures of the money. That comes in by 
the natural result of rates as applied, but your failure to entirely 
divorce cures that. 

Chairman Whitney : Any further discussion of the papers we 
have heard, and following the discussion we have thus far had? 
Mr. Holcomb has a note from Mr, Allen Ripley Foote, the first' 
president of the National Tax Association, and a word from him, 
which he would like to convey to members of the Association and 
delegates to this conference. 

Secretary Holcomb: I had thought that it would be interest- 
ing to some of the older members of the Association, and it would 
be in fact quite my own view, to present the commimication that 
we have from our dear old friend, Allen Ripley Foote. He is a 
remarkable man in a good many ways. No one can review his 
various activities without being astonished at the vitality which he 
evinces through all the vicissitudes of his career, and latterly, 
through the distressing and serious illnesses that have been his lot 
to endure. I expect that as a result of a letter I wrote to members 
of the Executive Committee a short time ago, in which I enclosed 
a communication, or an extract f^om a communication, which I 
received from one of our distinguished members. Governor Hager- 
man of New Mexico, I received this letter, written from Battle 
Creek Sanitarium. I will just read an extract. After the prelimi- 
nary personal references, he says : " I write now to tell you how 
deeply I regret not being able to attend the Salt Lake City confer- 
ence, and to express the profound satisfaction I feel in the evi- 
dence of the vigorous life and usefulness of the Association shown 
by its thirteenth annual program, due to the intelligent, persistent, 
and faithful work done by yourself and those associated with you. 
I hope some day to be again counted as one of your helpers. My 
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reason for not being with you is concisely stated in the enclosed 
printed slip, which I intended to accompany by a photograph." 

This printed slip simply recites the operation which he under- 
went at the sanitarium at the age of seventy-eight years. He was 
operated on for a very serious affliction, the result of an ulcer, 
which was gradually causing starvation and which was removed, 
and here is a letter in his own handwriting, written two days after 
his operation in the hospital. (Reading) : " I will thank you to 
remember me to my many old friends whom you will meet, and 
accept for yourself my warmest regards and high appreciation. 
Say to them that I feel that the Lord has granted a new lease of 
life in order to give me opportunity to do good work, and that I 
shall undertake to do it." 

Chairman Whitney: If there is nothing further, we will ad- 
journ in the direction of Mr. Bailey, who will lead us to that part 
of the building where the photograph will be taken. 

[Adjournment of Session.] 
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Chairman Haugen: Please come to order, gentlemen. Mr. 
Link of Colorado will preside during the evening meeting and he 
needs no introduction to this meeting. He has been with us for 
many years. 

Celsus p. Link, presiding: Gentlemen, this session will be de- 
voted to the problems of the local assessor, the man on the firing 
line. The discussion will be led by representative assessors from 
Utah and the states immediately adjoining. I am sorry to say 
that a number of assessors from adjoining states that had been ex- 
pected have been unable to attend, which has cut down the topics 
that had been arranged. However, we will start with a discussion 
of the relation of the assessor and the public by Mr. Perkins. 
Gentlemen of the convention, this ' is Mr. Perkins of El Paso 
County, Pike's Peak region, Colorado. 

A Delegate : He is the highest assessor in the United States. 

Mr. F. a. Perkins, of Colorado: Mr. Chairman and gentle- 
men, after the pleasant remarks that were made at the session this 
afternoon about the county assessor it rather made life worth 
living. You know the average taxpayer would not as a general 
thing say anything like that about an assessor. If he did the as- 
sessor would probably drop dead. 

Speaking of the assessor and the public, no one knows better 
than the county assessor how deplorable is the tax situation through- 
out our country today. We are here to discuss possible remedies 
for this situation, to study the problem, and to give it our deepest 
thought. But we alone can never remedy the situation. The gen- 
eral public, the business men of our country, must study the prob- 
lems, must give them some thought, and must give us some co- 
operation before there can be any marked improvement. Our first 
task is to educate the public and to gain from them an intelligent 
cooperation; then through them, and with them, we may apply the 
remedies and find the solution. 

We must make the taxpayer realize that he must interest himself 
in our work and make himself a part of it. We must make him 
see that he is a stockholder in the biggest business in our county, 
and as a stockholder must cooperate with the officials of this huge 
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public business to make it efficient. He must see that the assessor 
is, in a way, the manager of this corporation, and that the assessor 
needs the cooperation of every stockholder. He must be made to 
realize that no manager of any corporation can possibly give effi- 
cient service if the stockholders refuse to give him information 
and make it as difficult as possible for him to secure information, 
and so do all in their power to make his work difficult. 

As an instance of this lack of cooperation, let me refer to an 
incident that I encountered a few weeks ago. Word reached my 
office that in the basement of a certain small store, space had been 
sublet to a traveling agent for the storage of a stock of goods, 
which we did not have on our lists. I investigated personally and 
was admitted to the basement by the owners of the store, where I 
found the reported stock. On returning through the store, I said 
to the proprietors, "Why didn't you fellows let me know about 
this ?" Their answer was typical — " It was none of our business." 
I continued : " When he passes through your store, do you let him 
help himself to money from your till and consider that none of 

. your business ?" When they protested that they would never allow 
an3rthing of that kind to take place, I assured them that they had 
done that very thing, and asked for a few minutes in which to 

' explain to them. We sat down together and I asked them to 
consider the three of us together with the traveling man in the 
basement as members of a small stock company which had reached 
a point where it had to levy an assessment. " Now shall we call 
Bill, here in the basement, and remind him that he has not paid 
his share, or shall we each reach into our till and pay his share for 
him — just divide the whole amount up between the three of us?" 
" We had never looked at it that way," they said. " No," I went 
on, " but don't you see that instead of this little stock company we 
are all members of the biggest business in the county — a business 
capitalized at millions of dollars, with thousands of stockholders, 
and with an annual assessment of hundreds of thousands of dol- 
lars. Somebody has to pay that assessment; the money will be 
had ; the only question is, who is going to pay it — all of us or a few 
of us? Furthermore, do you know that it costs an average of fifty 
cents in Colorado for each schedule, where the deputy has to visit 
the taxpayer, because of fellows like this Bill, here in the cellar? 
The deputy has to visit several times and hound out each tax- 
dodger. This needless expense totals over $250,000 in Colorado 
alone. I know it is none of. your business, but you help to pay for 
it in spite of that fact. And had you ever thought how many 
schools that $250,000 a year could build for your children and 
your neighbors' children, how many miles of cement road it could 
build over the state for you to ride on ? Are you doing your share 
in this big business that you are part of? In our little stock com- 
pany, that we were talking about, you would want to attend more 
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than one meeting a year of the directors to see that the business 
was going right. But in this big business do you know that you 
have never set foot in the manager's office? Gentlemen, I want 
you to call at my office as soon as you can, look over my schedules, 
get acquainted with this work that you are a part of, and give 
the manager that you have elected a little help and cooperation so 
he can better care for your interests." And they promised they 
would come in, and true to their word, they did come in and get 
their eyes opened. 

So it is a slow process, this matter of educating the public. But 
it is the most important work before us as assessors. Not only the 
small business man is ignorant of the work of our office, but many 
of the biggest men of affairs have but a scant knowledge of what 
our work is. A few weeks ago one of the most influential men in 
Colorado Springs chanced into my office on business not at all 
connected with taxes, but while there he became interested in our 
work. He sat down with me and I talked to him for over an hour 
on this matter of the public lack of cooperation, comparing our 
work to that of a big business. A few days later he called me over 
the phone and said, '* Frank, that's a new idea to me, and it's been 
soaking in since I left your office. Could you give me another 
hour of your time; I'm interested, and I want to ask you some 
questions." Then, again, the agent of a multi-millionaire informed 
me that the man was going to leave our state and settle in New 
York, yes, gentlemen, in New York, because of the unfairness of 
our tax methods. I asked the agent to bring him into my office 
and let me explain a few things about our tax system to him. 
That same morning the agent called me up to make an engagement 
for the millionaire, who was delighted to come, and when he left 
my office he had a new idea of taxes, a new tmderstanding of the 
relation of the assessor to his millions, and knew something about 
the comparative standing of Colorado and New York in the matter 
of taxes. 

But I must not go on with instances. If we could educate the 
public in our work, what would be the result ? If we could make 
them see that they should come into our offices with their schedules 
once ^ year and go over their business with us, instead of our 
having to hunt them up with the needless expense of deputies; if 
we could get them to look over our schedules and see if we were 
balancing things properly among their neighbors; if we could, I 
say, what would be the practical result? It is obvious how greatly 
the work of the assessor would be simplified. It would reduce the 
work of our deputies and thus eliminate one of the greatest sources 
of petty graft. We cannot make sure that our deputies do not 
play favorites, and the more of these underpaid deputies we have 
in the field, the more petty graft will creep into our books. * Then 
the expense to the taxpayer would be reduced, this useless expense 
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of deputies going again and again to the same man before they can 
get in his schedule. This saving of $250,000 a year is a matter 
worth the consideration of every state. But more than all these 
things, the intelligent cooperation of the taxpayer would result in 
the full return and legal assessment of all property. 

And after all, gentlemen, that is the big task entrusted to us, the 
task of equalizing the burden of taxes among our taxpayers. We 
have all prayed for the day when our work could be straight- 
forward, when the assessed valuation was the real valuation, when 
we could assess our county at 100 per cent of its true value and 
not thereby make our county pay an undue proportion of the state 
tax in the sisterhood of counties, where some are assessed at half 
valuation, others at quarter value, and no two exactly the same. 
But since that day has not come, it is our task to equalize, to see 
that our county pays its just share of the state tax, and that each 
taxpayer in the county pays his just share of our apportionment. 
This is a delicate task, and a big task, and with an ignorant public, 
it is increasingly difficult. If we put a man on our books for less 
than his full valuation, he winks and slyly thinks that he is getting 
out of something, not realizing that his tax would be the same 
whether the assessment were a hundred per cent or only fifty per 
cent, so long as it was the same for everybody. He does not see 
that this undervaluation is only for the sake of equalization be- 
tween the counties of the state. But if he did understand this and 
imderstood the whole method by which the assessor determines 
valuation, what a help he could be. And I maintain, from experi- 
ence in the matter, that as soon as he does understand, he is glad 
to cooperate, and we have gone far on the road toward fair and 
legal equalization. 

Furthermore, when he understands these matters, he will begin 
to think. He will soon see that the assessor, the manager of his 
big county business, cannot and must not be simply a political 
officer, that he must be a man of keen business training, and a man 
with special training in the business of taxation. He will soon see 
that the assessor's office is such that the incumbent cannot be 
changed at each election. He will see that it is very costly to train 
a man for the work and then put him out of office just as he is 
beginning to understand the details of the work. What would 
happen in the business world if, in a big corporation, a new man- 
ager were elected every two years, and when he came into office 
discharged all the clerks and secretaries and appointed a new set 
of assistants because of personal or political friendship, all of them 
utterly ignorant of the work they had to do. Yet we do that very 
thing with our assessors, the managers of the biggest business in 
the county, and it is a deplorably expensive practice. When our 
taxpayers understand these matters, they will no longer make this 
mistake. 
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And when the public begins to understand these matters it will 
take a genuine interest in them. It is an old adage that we like 
whatever we understand. The public will take an intelligent in- 
terest in tax legislation, when it begins to understand and enjoy 
the theories of taxation. Much of the interest in taxes now is the 
interest of the ignorant who try to reduce taxation by fighting all 
legitimate improvement and blocking progress. But with educa- 
tion the voter will interest himself rather in selecting trained tax 
officials, in the elimination of useless expense, and in the passing 
of needed tax legislation for future benefits. 

And, lastly, when our educated citizen understands all the details 
of assessing and collecting taxes, he will interest himself in the 
wise expenditure of the public funds. Now, too often, the tax- 
payer's only interest is in avoiding, as far as possible, his share of 
this public burden which he feels powerless to control. But when 
he understands the theories of taxation, it will be an inevitable 
consequence that he will give intelligent study to the use of this 
public money. Every father knows that if he can but interest an 
extravagant son in how the family funds are secured, in how care- 
ful the management must be to secure a living salary, then, and not 
till then, can he interest that son in the wise expenditure of the 
family budget, and begin to instill in him the principles of economy. 

In the same way, when our public understands the details of 
taxation, it will never stand for such waste of public money as 
some of our war contracts have revealed to us; it will reduce the 
number of useless state' and government officials and will ask for 
an accounting for every cent that is raised. 

Gentlemen, our country is standing today on the threshold of a 
newer education. The motto of all big business is soon to be 
" service ", and before the full realization of this " service " there 
must come a popular education. Look at the advertising of our 
greatest public utility corporations today. Is it not educational, is 
it not an attempt to make the public understand the operation of 
this big business that serves. The telephone companies, the pack- 
ers, the associated laundries, and all of the big corporations of the 
country are running expensive advertising in our periodicals to 
•explain the details of their respective business methods that the 
public may understand. We as tax assessors, represent the largest 
capitalized business in the nation today. Our first duty is to edu- 
cate the public in order to secure their ' cooperation. Time will 
show whether this education can be through the schools, or through 
printed literature in some great educational program. But, for the 
present, you and I can begin the process by spreading the gospel 
from man to man. We can make this the most interesting part of 
our work, and strive to the utmost to bring the public into close 
contact with our office. 

This matter of taxation is a sacred matter to a true American; 
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it was unjust taxation that stirred those hardy pioneers on the 
north Atlantic coast to the vision of a new republic. ** Taxation 
without representation " was the war-cry. Each of our forefathers 
was intimate with theories of taxation; each of otu* forefathers in- 
terested himself personally in their practical application. And 
through that interest a new republic was born. It is my belief 
that when the great, diversified mass of our now great nation can 
be brought to the same intimate interest in state affairs, a new era 
will dawn. And as in 1776 taxation wa^ the beginning point of all 
their reasoning, today, if we can again awaken an intelligent in- 
terest and imderstanding in even the work of the county assessor, 
we shall have started on the right road toward a greater nation, 
reborn and reinspired. 

Chairman Link: We have with us C. G. Hanna, a third 
cousin to our friend Mark Hanna. Those of you who attended the 
conference last year will remember that we introduced to you an 
assessor from Colorado by the name of Bob Hanna, and he was a 
second cousin to him. I am surprised to find on this list this man 
Hanna from Chaves County, New Mexico, who will give us the 
consensus of opinion in that state. Mr. Hanna — 

C. G. Hanna, of New Mexico : Mr. Chairman, I want to thank 
you before taking up my subject for introducing me as Mr. Hanna, 
omitting all my numerous titles. In Maryland I was General 
Hanna. I was made a Brigadier General one night in Congress, 
when three or four of us were celebrating the glories of old time 
Washing^n^-cannot do it any more. Up in Pennsylvania I am 
Doctor Hanna, because a university professor once made a mistake 
and conferred a degree of Doctor of Philosophy on me. I don't 
use that degree. In Kentucky I was, of course. Colonel Hanna; 
in Tennessee I was Professor Hanna; over in New Mexico they 
made me Judge Hanna, and it is a question now as to who is 
nominated and who will be the next Democratic Governor of New 
Mexico, whether it will be R. H. Hanna or myself. We are both 
of us Judge Hanna. 

I hope you will pardon me for not bringing in a paper. I did 
not know I was to talk, and if I had, I should not have written 
any. I know you are thoroughly disappointed, because you do love 
to hear papers read. I noticed it all the week. , I want to con- 
gratulate you on the solemn dignity of this body; it ought to be a 
serious body — ^and I have not seen you smile. Of course you did 
this afternoon, but I was so busy smiling myself that I didn't have 
time to look at you. 

Now, gentlemen, I come from the imperial county of Chaves in 
the very arid state of New Mexico, and you may take that climati- 
cally or spiritually. For four years I have been doing the work of 
the assessor; I have not been the assessor though. When they 
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elect a man to office down in New Mexico, he don't work ; he em- 
ploys somebody else to do all the work. In order that you may 
understand what a very pleasant job I have had, I want to tell you 
that it is just 125 miles going southeast to the end of our county; 
about 110 miles going southwest, about 85 miles going northwest, 
and about 90 miles going northeast. 

Now, some of you gentlemen from the east will please remember 
the size of your state, and just think of how we can put it down 
in our little county and shake it round and how it will wabble. 
There is one thing, of course, that we are thankful for, and that is 
that the laws of New Mexico do not compel the assessor to go out 
and assess property in person. We do not know anything about 
how any man's property looks. I hope that some time it will be 
rectified. The more I think of this subject of assessments, the 
more I am impressed to hurriedly endorse what a gentleman said 
this afternoon at the session, that the assessor was the foundation 
of all the government of the state and of the nation, really. With- 
out the assessor's correct work, we do not get the revenue that 
should come for all of the governing of the state and of the county. 
Therefore, I very much fear that we assessors do not appreciate 
the responsibility that rests upon us. 

Now, down in our county the first of January we begin assess- 
ing. They send us a tax schedule from the state tax commission's 
office, about the size of a baby's bed cover, anywhere between that 
and the full-grown bed cover. It is long, about that size (indi- 
cating). There are about 130 different items to be valued, if you 
liave that many pieces of property. We notify the people that we 
shall be ready to see them in our office the first day of January. 
A few come in the first week, a few more the second, three-quarters 
of them put it off until the last week and then come crowding us. 
Now, we have quite a number of classes of lands. We have first 
the irrigable land, cultivated land, that means the alfalfa and 
orchards and such other crops as they irrigate in order to produce 
a crop; then we have irrigable land, not cultivated; that means 
land that is in the water belt, but not under cultivation, but used 
for grazing; then we have farming land, cultivated, and farming 
land not cultivated ; then we have grazing land, two kinds — ^grazing 
land dry, awful dry, and grazing land watered. We have had a 
•controversy over that. If a man owns 160 acres of land in some 
spot, with thousands of acres of cultivated land all around it, on 
which he can get free grazing, we call that watered grazing land, 
and about three times the value is put on it that we do on the dry 
grazing land. Then we have the swamp lands and the waste lands. 
We have no mineral lands in our county and no forest lands. 

Proceeding from the land to the improvements, we have all 
kinds, and there are all varieties of houses, farms, windmills, and 
a thousand of other things that are put on a farm. Then we have 
24 
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the live stock; I could not tell you how many classes of horses 
there are, but some seven or eight different classes of horses and 
several classes of mules — only one kind of a burro, though. We 
have some classes of jacks; there ought to be more. We have 
several classes of stallions; we have enough of them. I think there 
are about forty-five or fifty classes of cattle, five or six classes of 
hogs, only one class of chickens (laughter), and only one kind 
of beef. 

Then we have the merchandise and fixtures, and I don't know 
how many classes of fixtures there are, perhaps a dozen; then the 
professional trades with their furniture and fixtures; household 
goods, automobiles, motor cycles, bicycles ; and on household goods, 
I think some fifteen or sixteen questions to be answered along that 
line. 

Now, we have money on the tax schedule. That is, the word 
"money" is printed there; nothing carried out. Nothing carried 
out for credits ; no one has any. Now and then some man will put 
in his total indebtedness. He will give in his property as worth 
about $5,000 and total indebtedness $80,000, and want us to sub- 
tract the total indebtedness from his property. Now, when our 
ladies and gentlemen who own property in Chaves County come in 
to see us, we open up the tax schedule and begin to ask questions. 
Some of them like it, some don't. I am the candidate for assessor. 
One lady went out into the primaries, just before the primaries, 
went into the campaign to fight me because she said I asked too 
many questions. Well, that lady did not answer them when I did 
ask her. I got along wtih her very nicely until I came to how 
much solid silver she had in her house? She told me it was none 
of my business, and she would send her attorney to see me, and left 
the office. 

I want to mention, in contrast — I want to mention another — I 
cannot say lady — a woman, who came in, a woman of color. We 
don't call them ladies back where I come from. She came in; she 
was an old muddy nigger ; she owned a house and lot down on the 
river bank, house worth perhaps $150. She had a cow. I said, 
*' Ella, you still have the same lot ?" " Yes, sir." That was valued 
at worth $25, worth five, perhaps; the water washes it away all 
the time. " How much is your house worth ?" " $500." Said I, 
" Ella, it is not worth half that." " Well, it is to me." "All right." 
I put it down at $150 more than it was worth. " Ella, you still have 
that cow?" "Yes, sir, that is my baby." "What is it worth?" 
"$150." "Ella, that is too much for your cow; Ella, if you put 
that cow in for $60 it will be sufficient." So we struggled along, 
you know, she trying to put up her property. We got down to the 
household goods. I looked through the list first. " Ella, have you 
a piano?" "Yes, sir." "Ella, what is it worth?" "Fifty cents." 
'' Now, Ella, what kind of a piano is that, only worth fifty cents?" 
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"Washboard, sir." We go down the lisi where she has to sign 
her oath — she signs an oath. There are very few people who 
render their property in our country who realize that that is an 
oath ; we have to tell them so. 

After she has signed that, there is another little signature there, 
where the head of a family is entitled to an exemption of $200 — 
and by the Bible, before I say anything else, I hope you gentlemen 
in this National Tax Conference can reach out all over the United 
States and wipe out these exemptions; there is nothing to it. I 
never saw anybody yet that was entitled to an exemption of $200 
because they had a household. When I came to that I also said 
to the old nigger girl, " Ella, if you were married I could give 
you $200 exemption here." " Now, for the Lord sakes, Mr. Hanna, 
what is that exemption?" "Why, if you were the head of a 
family now, and married, I could take off $200 on this assessment." 
"How much tax would that save me?" "Five or six dollars a 
year." " Forget it now, Mr. Hanna, do you think I could support 
a buck nigger for five or six dollars?" I have now given you two 
classes, both ladies, one a tax dodger — and I don't know whether 
the English vocabulary has in it language strong enough to use in 
speaking of the tax dodger. There is only one person that is lower 
as a citizen than a tax dodger, and that is the assessor who helps 
him to dodge. ' 

Now, among our men citizens we have just the same trouble, 
one man coming in and overvaluing his property, and another man 
coming in and trying to get by with a very small valuation on a 
very large piece of property. I have come to this conclusion, that 
the small man who owns a home — and I want to emphasize that 
word " home " — I don't mean a man who lives in a city in a flat, a 
man who lives in a house, botmded by a pavement in front and 
pavement in the rear. I mean a home, a place where a man can 
feel that he lives and does not merely exist. 

By the by, if you will pardon me for the digression, I want to 
say to you that it is time that we, the people of the United States, 
awoke to the fact that in a republican form of government the 
home is the basis, it is a safeguard, it is the only salvation. You 
destroy the homes in your republican form of government and you 
have destroyed the government. What we want to do is to culti- 
vate this idea of building and owning homes. Now, I find that a 
man who works at anything, the salaried man or wage man, he 
will save a little every week, and puts it either in the bank or 
building association; after a while he buys a lot and then builds 
a house on it. That is part of his possessions ; he has a home for 
the wife and a home for the children, and when he comes to the 
assessor's office and you ask him the value of his home, why, to 
him it is a palace; he overestimates its value in proportion to the 
rich man who owns a house and not a home. Now, we have ex- 
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amples of that. Quite a number of our people have homes. Our 
town is a home town. Some of our people have great ranges and 
large numbers of cattle, great wealth, and have a house that they 
come to live in part of the year. They never have a home. When 
they come to the assessor's office, that is a house representing dol- 
lars, and they are after saving dollars, and they put the price down 
as low as we allow, lower than we allow. 

One man with a $25,000 house made out his own tax schedule 
and put it at $7,000; I raised him to $20,000. He did not say a 
word; he knew it was right. Now, these are our troubles. How 
are we going to remedy them ? There is only one way that I know 
of and that is for the next legislature in New Mexico to pass a 
law that will compel the assessor to visit every piece of property 
in the coimty and assess it at full value. Then the question is, will 
the assessor be able to do it, and that comes to what are the quali- 
fications of an assessor. I should say, first of all, that he should 
be thoroughly honest, that he should be a thoroughly loyal, good 
citizen, that he should have no friends, and have no enemies. 
Now, I mean by that, that when he goes to assess property he 
should know no friends and know no enemies. He must be fair; 
he must be impartial ; he must not be a politician ; he must not be a 
candidate the next two years. How many of us are ready to 
qualify? 

Now, I have listened to you gentlemen all of this week. I have 
come to the conclusion that if there are any states in the Union 
satisfied with tax conditions, they are the states that are not repre- 
sented here. Now then, if it is true, that your people all over the 
United States, from the Atlantic to the Pacific, are not satisfied 
with your tax conditions, why in the dickens don't you change 
them ? You say that is what we are here for. You discussed ques- 
tions all the week — all the week ; and I find that a dream I had five 
or six years ago is about to be realized. That we all agree that 
the taxation of real estate, personal property and these tangible 
things, is a mistake, and is not done really fairly and squarely. 
Every speech that has been made here this week has trended 
towards the income tax. If you will pardon me, I will give you 
my dream. Some people say it is not practical. It is to wipe out 
all property tax, tax incomes alone. Now, understand me, I mean 
by income that if I work for $1,000 a year, or I get $1,000 for any- 
thing whatever, or from any source, whether it be as wages, salary, 
or as income from property left to me, from inheritance, or if it 
comes in any way whatever, no matter how it comes, I pay so much 
tax; and if you make $2,000, you pay twice as much, and let the 
thing go through all the way just that way. 

A man said to me, " What are you going to do with a gambler ?" 
Well, we all know that we have them with us. Some of them 
make money. I should have him sign up a h'<^' a list, same 
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as every other man — " what has been your income this year ?" — and 
tax him on it. You say, "Well, that is not legitimate business." 
Well, there are several other businesses conducted that are not 
legitimate, but that make money, and receive police protection, and 
receive all kinds of protection. The money they pay for that pro- 
tection isn't enough because it don't come into the county and state 
funds. Let us tax it. 

What are you going to do with a man who owns a lot in the 
town and no house on it and don't receive any rent for it? Why, 
tax him just the same as if he had the house there. Make him put 
a house there, tax him the same as the man right opposite him,, 
put the value on his lot and make him pay an income tax on that 
just the same as if he had a house there. 

What about the man who invests a whole lot of money in thou- 
sands of acres of land, in order to escape this government income 
tax? Well, if he is receiving income from it, tax him on that iur 
come; if he is not receiving any income from it, tax him anyhow 
on what he ought to receive from it. One more thought in regard 
to that, and that is this: I have seen men coming into my town 
and telling me, " I represent the United States Government and I 
am collecting revenue tax, income tax." Well, they keep coming. 
Sometimes they stay a week and sometimes they stay a month. I 
don't know how many of them have come into my town in the last 
year ; I was very much astonished. I say, let us wipe out that army 
of government employes. 

Now, I know every politician in the country is going to get up 
and say, " No, because that will disturb the equilibriiun of patron- 
age " ; but, let us fix it this way : in every county let the county 
assessor say how much every man shall pay in taxes, national, 
state, county and city, and let the treasurer or collector of taxes 
collect that money and put it in these funds and give it to them^ 
and we will wipe out an enormous expense of collecting this tax 
for the United States Government. You say, "Well, it is not 
practical." Is anything you talked about this week practical ? You 
might just as well adopt my ideal as yours. All it needs is for the 
government at Washington to issue the right kind of an income 
tax blank, for every man to fill, not the kind they have issued, be- 
cause no man can fill them out. I have tried it, not for myself, 
but for the other fellow, I have never yet found anybody that 
could sit down and read that and tell how to fill it out. 

Now, let them send out something simple, something that will 
just simply say, " My income is so much from this source, so much 
from another source, and so much from another," and let them add 
it up and they will have the amount of income; then let the gov- 
ernment say how much we should tax them for the government, 
how much we shall tax them for the state, how much we shall tax 
them for the county, how much we shall tax them for the city, and 
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the whole thing is done right there, one man handling it instead of 
this army. Practical or not, it is like other things that men dream. 

Before I came up here I did not have the least idea in the world 
I was going to hear you men talk about income tax like you have 
this week. You are approaching the ideal. It is going to come 
some day, and all the troubles that are now worrying the minds of 
the state tax commissions and all of the other bodies that have the 
control of taxes — all their troubles will be wiped away and we will 
all be better off. 

Now, I did not mean to give you any system this evening of 
doing things, and I am not now; I am just making a suggestion. 
Before I close I want to say to you something about the subject 
that was up this afternoon at the state capitol meeting, in regard 
to these cattle, that are transient in some of the states. In January 
of this year I found there were a number of cattle, that is, it was 
reported to me there were a number of cattle in our county from 
Wyoming, Montana and Oregon. I got busy to find out if it was 
true, and how many. I called on one man and he said, " Yes, I 
have about 9,000 head of cattle in my pasture that* belong in Wy- 
oming and Montana." Said I, " Will you please come to my office 
and render those cattle in the names of the owners." He did it. 
Another man came; he had some. Altogether we got about 15,000 
head of cattle. I assessed those cattle ; I made out a tax schedule. 
At the end of four months a gentleman walked into the office and 
said, ** I am from one of these states ; I hear you have assessed me 
so many head of cattle." Said I, ** Yes, sir, you are assessed for 
4,000 cattle, and I have assessed them at $180,000." He said, " I 
want to move about half of those cattle out of the state." Said I, 
*' You cannot move a foot until you pay your taxes. If you are 
going to move 2,000 head of cattle out, you will pay the taxes on 
the 2,000 head of cattle before you can move them." He said, 
*' That is all right." Said I, " I am going to charge you the taxes 
on these cattle for four months," and I made out a bill for four 
months. He made out his check; I carried it over to the treas- 
urer's office. I said, " I want you to make me a receipt for 1920 
taxes." By the by, the levy had not been made for 1920 yet, but I 
took the 1919 levy in our state, the biggest one we ever had, and 
from that we made out that tax bill, made him out a tax receipt. 
Now, that tax receipt shows that this man was assessed and paid 
his taxes on 2,000 head of cattle in Chaves County, New Mexico, 
for the months of January, February, March and April. I gave 
him the original receipt, the treasurer a carbon copy, and I took a 
carbon copy. When we came out of there the man said, "Mr. 
Hanna, I want to shake hands with you; this is the fairest thing 
that has ever been done." I said, " It looks fair to me." I did 
not have one bit of authority on the face of God's earth to do it. 
Not a bit. Another man came in and he paid his taxes on his 



THE LOCAL ASSESSOR 375 

cattle for the six months, and I let him move those cattle out. 

You gentlemen from Wyoming, Montana and Oregon, when 
those men come home to you, you will find that tax receipt issued 
by me for so many months' taxes paid in Chaves County, New 
Mexico, and you have no right to charge him for anything more 
than the balance of that year. Now, was it fair ? Legally, I don't 
know whether I was right or not. But a great many years ago I 
became possessed of this idea, that if we could strip the world of 
legal technicalities and just say, let us do right, we would be a 
whole lot better off, and we would live up to the law better. Thank 
you, gentlemen. 

Chairman Link : We have at this time two striking evidences 
of the misfortune of having assessors and tax commissioners in 
politics. Candidly, we were very ambitious for Colorado, and we 
have a pretty fair delegation from there, but had it not been for 
the primary and general election, which is on in Colorado, we 
would have had here just three times as many good assessors as we 
have. Arizona, our good neighbor on the south, is worse afflicted, 
and up until just a few hours ago, not a delegate from that state 
could come on accoimt of their having an intense political fight, 
which just finished, as I understand it, day before yesterday. Just 
before dinner this evening some of the Arizona delegates got in, 
and if Mr. Gentry is here, we will have from him a little of the 
Arizona situation. 

C. E. Gentry, of Arizona: Gentlemen, on leaving Arizona I 
<iid not know that I would be called on to say anything, in fact I 
thought I was coming here to learn something, and through some 
misfortune of missing train connections and one thing and another, 
we did not get here in time to hear much. Mr. Howe, our com- 
missioner, told me after I came into the room this evening, that I 
would be called upon to say something. So, it is rather unex- 
pected. He suggested I tell you something about our automobile 
laws in the state of Arizona. Up imtil two years ago we were 
busy chasing around after mules and horses, but we find in the 
last few years that the automobile truck and tractor are taking their 
place. It keeps us busy locating them. It was not much of a job 
to find the mule or horse. But in comparing our total number in 
the state we found that we were losing many, in fact, thousands 
of automobiles were escaping taxation. We have what is known 
as an assessors' association in Arizona, and we got together to see 
if we could get a law to overcome that, and in 1919 we appeared 
before the legislature and got a bill passed making them pay their 
taxes before we issue a certificate. This year I believe we have 
more automobiles on the tax rolls than there are licenses issued, so 
that not many have escaped taxation, I think. 

We have the state license, the state tax, county tax and city 
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tax, and we collect all of them except the state license; before 
they can get that license they must pay us all their state and county 
taxes, and also their city tax, unless it be secured by real estate. 
No doubt some other states have laws similar to that. There are 
other improvements that could be made and one would be that we 
issue the plates and collect the licenses ourselves, and leave the 
licenses in the counties where they are located so that the county 
could get the benefit of them. I think you better call on Mr. Howe 
to discuss any other things. 

Chairman Link : Mr. Olson, we shall be glad to hear from you. 

Mr. Olsen: Assessor of Cache County, Utah; I feel so very 
small in rising before a body of such practical, brilliant men as I 
have listened to at these gatherings. I have been very much 
strengthened in my pet dream by our witty and humorous autocrat, 
whose dream of a sole income tax has been presented to us here 
tonight. And gentlemen, that leaven is working, it will come tip 
in Cache county. I wish you gentlemen from the east could see 
Cache county in her glory as a farming district. I have had a 
number of farmers come to me who got a little information over 
in Europe. One man obtained a little information in Denmark 
regarding the income tax, and this particular man said, " If some 
political party would put into its platform that they will work for 
the income tax solely, and abandon all other systems, that is the 
party I will vote for." Men are beginning to think along those 
lines. I was astonished to see an imcle of mine called to one side 
in the month of October by a representative of the little govern- 
ment of Denmark, and he was required to* sit down with that man 
and give him, as Uncle Sam's men now do, every dollar of his in- 
come on the farm, and I discovered when he got through that in a 
year of good harvest he paid a heavy tax. When the elements 
were against him he paid a little tax. It seemed to satisfy every- 
body. They felt that that taxation was absolutely just. Now I 
want to say that much, so as to strengthen what has been said 
along that line. 

I have been requested to say a word regarding the system that 
we have just inaugurated and hope to perfect, of reaching an equi- 
table system of valuation of farm lands. Up to last year I was 
ashamed to answer intelligent questions. I was a deputy there for 
six years. The question would be asked, "What is the basis of 
your valuation of farm lands"; he would insist on knowing the 
basis for classif3ring his land, and I would have to drop my head 
and say, "We have no system." Our county was and is divided 
into seventeen taxing districts. The county covers approximately 
forty miles north and south by an average of ten to twelve miles 
in width, practically every foot of it under cultivation, the greater 
part of it irrigated, some excellent dry farmland. I knew the in- 
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justice. We had also been working under a law for sixteen years 
that said cash valuation in the state of Utah, and yet I was aware 
of the fact that farm lands, selling readily on the market at $250, 
$300 or $350, appeared upon the assessment rolls all the way from 
$50 up to $1CI0 per acre, none over that. 

Now, to be brief with the story, we went at it this way. The 
county commissioners and myself made recommendations, and in 
the seventeen taxing districts of the county we selected three men 
for each district, taking particular care that that committee should 
be of more than one political complexion, so as to avoid the charge 
of making it a political affair. These men we asked to come in 
and get instructions. The instructions in brief were these : Please 
go into your district, Avon, Wells or Logan, and so on up the line ; 
go into your district, gentlemen; you three take this blotter — an 
assessment blotter containing the acreage of the entire district, 
checked numerically from the lowest numbered section to the high- 
est numbered section, township and range — if John Jones has sixty 
acres of land, visit his sixty acres of land. If he has land on those 
sixty acres that is absolutely the highest grade of land in your dis- 
trict — never mind the rest of the section — if he has ten acres that 
is the best land in that district, put it in class A, so on down the 
line, until you have disposed of all the acreage. These three men 
went out in the majority of instances, on horse-back; going 
by automobile was inconvenient; they could not reach the little 
plots of land. We are in a peculiar condition. You men from the 
greater west may think of lands and farms on a bigger basis than 
we have in Cache county. 

In Sections 31, 32 and 33 of Township 11, North, it takes four 
pages of thirty-six lines each, to record or list the lands in one 
section. They are cut up into five and ten-acre plots, seldom 
twenty acres. A man may only have a piece here or there, some- 
times traveling half a day to reach all; but it is good land. It is 
land selling at from $250 to $400 an acre. 

The task was a big one for these committees, but when they 
were through and brought their work in, the next thing I did was 
to ask these men, " Now, gentlemen, what is the land in the dis- 
trict that you now have classified — ^what is A-grade land selling 
at?" I took care to know just as well as they could tell me, what 
it was selling at in the open market, and we arrived at a conclu- 
sion ; decided upon a scale of values, until we got through the en- 
tire county. The result was that land lying ten miles from the 
nearest railroad, though of the most fertile kind, was not valued 
as high as a similar piece of land l3ang near the beet diunp, where 
the man may haul ten to fifteen loads of beets from his land and 
deliver it to the car, while from the other distance he would have all 
he could do to make one trip per day. We have succeeded admir- 
ably, and we have only one thing left, and that is the results for 
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the people who were faithfully visited by these committees, made 
up of well-known men, the best and ablest men we could find; 
practical farmers. 

Oscar Leser, of Maryland : How much were they paid ? 

Mr. Olsen: They were paid a day's wages of normally five 
dollars a day. They were worth ten dollars a day; they worked 
admirably. They took care to get all the kickers and grumblers 
and soreheads with them on the land, everybody for that matter, 
but particularly those who were inclined to grumble and find fault 
with the system of taxation, and when they got through with those 
men, they had passed judgment, not the assessor. Then the only 
thing we had to do was to send the deputies out afterwards and 
make the assessments on the personal property. Of course we 
shall have the thing to meet and I think I shall ask my county 
commissioners to give me a vacation just shortly after the tax 
notice goes out from the treasurer's office. Our farm lands were 
increased in one jump, in that rural district, $3,600,000 and some 
odd dollars. That means considerable in a farming community, an 
increase of thirty per cent over last year over the entire county, 
and that, gentlemen, was after the state board of equalization had 
given us a blanket raise of thirty per cent last year. 

A Delegate : What is your average per acre ? 

Mr. Olsen : Our lands run from $300 down on a sliding scale 
of fifty dollars per acre — a, b, c and d — and we found that there 
was such a variety of good farm land that we had to have a step 
between a and b, and we called it b plus, and another step between 
b and c — c plus; so that we had seven grades of farm land — of 
irrigated lands. 

Mr. Bailey: Every county in the state classified its lands as 
did Cache county, with one exception. Shall I tell this, Olsen? 
When we got through we went into the counties and took off the 
considerations in the deeds and went to the grantor and grantee 
and verified them, and after Olsen had put his $3,600,000 raise on 
the lands in Cache county it amounted to sixty-eight per cent of its 
value, and that is the average of the state today. You tell that 
county commissioner that you had a narrow escape in getting by 
the state board of equalization. 

Mr. Olsen : I want to tell you one more thing, gentlemen. Our 
state board of equalization deserves credit for the move that it 
made. We were aware of a terrible and blushing shame in the 
assessment of merchandise throughout our county, and I believe 
in all other counties. We had merchants who absolutely gave us 
an inventory of their old stuff. I have in mind one storekeeper 
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particularly — a country store — ^who gave us an inventory of stuff 
that he had carried on his shelves for thirty years; he had never 
had a clean-up sale in the entire thirty years, and yet he gave us 
an inventory complete of that stock of goods. Others slid by with 
one-third and one-half of the return that they should have g^ven. 
When the deputies went out and asked for an inventory, there was 
always one prepared for the assessor. 

The state board of equalization — I am going to tell on them — 
went to work at the psychological moment, when everybody had 
been trained in the state, and sent a note to every merchant and 
said, " Will you kindly give us your inventory as of January 1st." 
It had a most excellent effect. It has equalized taxation on that 
class of property in a most admirable manner. It increased the 
assessment a million dollars and better in Cache county, and there 
isn't a merchant today that is grumbling. He dare not grumble be- 
cause he has been dealt with fairly. 

I believe I have taken enough of your time. 

Josfi E. Benedicto, of Porto Rico: Is the action of the asses- 
sor final ? 

Mr. Bailey : The Utah law is, that after the assessment is made, 
notices are sent out and days are set for the taxpayers in various 
parts of the county to come in and make their complaints to the 
county commissioners, who then sit as a board of equalization, or 
be forever barred; and I know of no case that has been brought 
into court where they have successfully combated that condition. 

Oscar Leber, of Maryland: (To Mr. Olsen) Are you a can- 
didate for re-election? 

Mr. Olsen : I am going to feel around when the notices go out. 

Mr. Bailey: There is one point in connection with this that I 
should like to call attention to. It seems that most people endeavor 
to avoid as much as they can this tax burden. I don't know why 
it is; and they pick on the assessor. If a man is a good assessor 
he doesn't have much chance next time. Here is Mr. Olsen, he 
has demonstrated what it means with this $4,000,000 raise in this 
one county. And yet they put on more levies. Just so long as we 
will spend the money, it has to be raised. 

I think if there were a closer cooperation between the state 
board and the local officials, the thing would work out much better. 
We must have this levy because we must build this road, they say ; 
we must do this or the other thing; and I want to say to you em- 
phatically that there is one thing necessary for all public officials. 
Very often it becomes your duty to protect the people from them- 
selves. They cannot go faster than they are able, and therefore 
we ought to keep these levies down; I believe the main problem 
after all is to keep the levies down. 
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It is a fact that the farm lands of this state today do not exceed 
sixty-eight to seventy per cent of their value. A few years ago it 
was higher than that. In one county — and the assessor is here — ^we 
had three transfers that had been made in the last six months, and 
there was forty per cent difference between the first time the prop- 
erty was sold and the last, so rapidly has this class of property been 
increasing. I think it is so everywhere, and we cannot follow it* 
I think we have done extremely well to get it to this point. At one 
' time we said that we should see to it that all the property of the 
state was put to 100 per cent, but I think it was a wise thing to do 
as we did. As soon as we did it they found fault; some of your 
county commissioners have grumbled, and I am the meanest man 
in the state of Utah, and I know it, in consequence of these things. 
But you go straight back home and put more levies upon this in- 
creased value and yet you say you are protecting your people. 
You want the money, but you don't want the state to get it. 

My point is simply this, we must cooperate — all of the taxing 
officials — ^to the end that justice be done, and we must protect the 
people from themselves from spending so much money as well. 

Chairman Link: Gentlemen, I have the pleasure of introduc- 
ing to you Senator Robertson, state Senator of Idaho, and ex- 
member of the tax commission of that state. 

Senator Robertson, of Idaho: Mr. Chairman and gentlemen, 
I am glad that I was not notified that I was to speak this evening, 
otherwise five minutes would be a rather limited time in which to 
give you an idea of the tax situation in the state of Idaho. We 
have our problems as well as other states, and after listening to 
some of the remarks made by the gentlemen here, I am convinced 
that they are in a worse condition than we are. So far as our law 
is concerned, we are working under the advalorem system and it 
is a good law. The fault is in its operation. The trouble with our 
system is this, that we have no supervision whatever. We elect 
men, as in this coming November, to fill the office of assessor that 
have no more idea of the duties of that office than a rabbit, and we 
entrust to them that all-important duty of raising revenue. They 
have had no previous training ; don't know a single thing about it. 

Now, I was very much impressed by the remark made by one 
of the gentlemen this evening on the ignorance of the taxpayer- 
There, gentlemen, is where the solution must come from — from the 
people. I speak to you as a member of the last legislature, of 
Idaho. The members come into the legislature for a period of 
sixty days; a total of 600 measures are laid before them for their 
consideration ; they are asked to appropriate millions of dollars for 
departments of state that they never knew were in existence before 
they came here. Now then, hoy can these men intelligently pass 
upon that legislation— on every subject under the heaven — and also 
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appropriate millions of dollars for departments that they do not 
know are in existence ? 

The average man in our state, as in all others, believes that mak- 
ing valuations means laying taxes; and it would seem, from what 
was said tonight in regard to Utah, as if they were right in their 
conclusion, because just as soon as you raise the valuation they 
raise the levy. I have worked at this problem in our state for a 
number of years. In my opinion, gentlemen, the question of ex- 
penditures is where you must put on the brake. Somewhere you 
must have the power, over and above all of the ofl&cials of your 
state, your county, and all the way down the line, to say there is a 
maximum. That far you can go and no farther. The power to 
tax is the power to destroy, and you can confiscate a man's property. 
I want to tell you that in some of the taxing districts in our state 
the tax levy is as high as $9.33 on the hundred, not including 
special taxes. I know of one town where on a valuation of $60 a 
lot, the special taxes alone are forty-odd dollars, with $9.33 on the 
$100 in addition to that. 

First the legislature makes appropriations, without considering 
the other taxing bodies. Then the state makes its levy on those 
appropriations. It is passed down to the county board, and they 
figure up what they will require, and make their levy. Then the 
city makes its levy, without regard to what the county or the state 
may have done. Then along comes your school district, and makes 
its levy, and in our state there is a law that if the maximum is not 
sufficient, it may appeal to the board of education, which may 
permit it to increase the levy fifty per cent; and they are doing it 
all over the state of Idaho this year. Then comes along your high- 
way district with its tax; and when you take the sum total of all 
these taxes, generally it is more than the taxpayer can bear. It is 
too much. Therefore, I hold that there should be a body with the 
power not only to equalize, but to control the expenditures of 
money ; to say that there is a point to which we can go in taxation 
and no farther. If there should be some unforeseen event, like a 
catastrophe, bridges washed out or something of that kind, then if 
the county needed more money, it could come before this body and 
set up a reason why it should be permitted to levy more than the 
maximum. We haven't that in our state. In a few states they do 
have it; but there is where we must put on the brakes. You must 
control your expenditures. You can equalize at twenty or fifty or 
one hundred per cent, if you have to raise that money ; it is only a 
question of putting your levies up. In our state we have property 
valued all the way from thirty to one hundred per cent. You say, 
why don't you have boards of equalization? We do, but unfor- 
tunately, in the state of Idaho we have a system that requires state 
boards to apportion to the counties their proportion of the state 
tax, based upon their valuation. The state board of equalization in 
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the state of Idaho is composed of five elective officers, the gover- 
nor, the treasurer, the secretary of state, the attorney general and 
the auditor. Those men have many duties to perform. Two weeks 
is allotted to them to equalize all the property of the state of Idaho, 
as well as to assess all the public utilities, numbering 200 or more. 
It is an impossibility for those gentlemen to do it. They have to 
trust to someone else. They have employed me for that purpose, 
and I assure you that when I travel through the state of Idaho and 
visit forty-four counties, and tmdertake to place before that board 
an estimate of the amount I think these utilities should be assessed 
upon, it is no small task. 

Remember furthermore, the state does not employ me for the 
entire year. Had I not had previous experience, I should have 
hesitated to undertake the job. We did have a tax commission in 
our state and a member of your conference — Mr. Ramstedt — was 
chairman of the commission. I was secretary. We operated for a 
period of two years. During that time we brought property on 
there by the millions that had never seen the roll before. We also 
incurred the enmity of certain powerful people, and they, through 
our political adversaries, undertook to and did destroy the commis- 
sion, after the supreme court had held that the commission had no 
power to equalize. 

I hope the time will come in Idaho — and I believe it is the only 
solution of our problem — ^when the people will authorize the crea- 
tion of a tax commission, having the full powers of a state board of 
equalization, as well as the power to control expenditures. I be- 
lieve that the tax commission should be the main force in state 
and county affairs, capable of passing upon a bill of expense for a 
county or a city or school district. I believe further than that, it 
should have power to make up the state budget. In our state, as 
Governor Davis told you the other day, we are preparing a state 
budget for the legislature. The only question in my mind is 
whether or not the parties making up the budget have had suffi- 
cient experience in state affairs to determine the necessary amount 
required by each department in the state. It is no small task, but 
I believe that that task should be put on a tax commission, and 
that there is abundant work for them to do. 

Since the abolishment of our commission there has been a change 
of sentiment, and I believe that every assessor in the state of Idaho 
is strongly in favor of a tax commission, for this reason, that if a 
tax commission is non-partisan in make-up, and is appointed for a 
period of perhaps six years, it is removed from politics. There is 
no getting away from the fact — and it is not speaking ill of the 
members of the state board — ^that politics has more or less of an 
influence upon those gentlemen. Take the board of equalization 
of the state of Idaho. They adjourned on Saturday night and on 
Tuesday the state convention met. The trouble is people believe 
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increased valuations mean increased taxes; and that has been a 
political grave for many of our state officials. I remember well — 
and perhaps some of you are familiar with it — ^that Governor Haw- 
ley made his political grave in that way. A better Governor never 
sat in the chair of Idaho, nor ever did a man try to do more for 
his state than that man did, but what was the result ? We did not 
have that controlling power ; boards throughout the state lost their 
heads; instead of raising the amount necessary, they raised two or 
three times the amount and they spent it as well, and laid the whole 
burden on that old man's shoulders and made him the goat. 

I referred this afternoon to the public utilities, and possibly it 
was not interesting to some of the representatives of those com- 
panies. My idea is this, gentlemen; it is true they furnish us in- 
formation, and we have blanks, but you take a large company that 
goes into different states, it doesn't give us the data whereby we 
can determine the value in the state of Idaho ; therefore, I suggest 
the advisability of a meeting like this, and recommend that there 
be delegates appointed from states in which these utilities operate, 
so that we may determine the value by some plan that would be 
uniform. Whether you are going to take stocks and bonds, or 
gross or net income, or the book value, let the full cash value of the 
property be determined, so that they cannot come before the state 
board and say, "we are assessed so much in Utah, so much in 
Wyoming, you people in Idaho kre assessing us for more than 
they are." 

I might say to you that I don't believe there is a disposition on 
the part of the people of Idaho to make the utilities pay more than 
their share, but there is a misapprehension, and it is generally un- 
derstood throughout the state, that the utilities are not paying a 
just portion of the tax. I am a farmer by vocation but I know 
that is not true. I have gone into this thing carefully, and it is 
not true ; the utilities of the state are pa3ring more than their share 
of the taxes of the state, but those people themselves do not come 
before us in the proper manner to assist us in arriving at the val- 
uations. 

I could mention a representative of one of the largest corpora- 
tions in the state of Idaho, and I have repeatedly heard him before 
the state board. If you asked him the value of his property, he 
would tell you he dicki't know. If you ask the relative value of a 
branch line, as compared with another branch line, he does not 
know, but he does know what it costs to put up alfalfa hay. We 
get nowhere with that kind of a proposition. We know what farm 
lands are worth. 

This is the first conference I have ever attended, and I have 
listened attentively. You have devoted most of your time to dis- 
cussing income tax and something that is foreign to us here in the 
West. This question discussed here tonight reaches us more 
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closely. We want first to perfect our existing system ; to throw it 
aside and go to an income-tax proposition would not be bettering 
it much. 

I have lived thirty-seven years in the state of Idaha I came 
there in its earliest days. We have had to build up the state ; we 
built two Capitols since I have been in the state; we built our 
county courthouse; our bridges and roads and everjrthing; we had 
a tremendous task to do all these things; we could not have done 
it under an income tax, because we were bringing vast areas of 
land under water and we were spending vast sums of money. In 
older states that are settled I can understand clearly where you 
could apply it; but in Idaho, in its formative period, I question 
the wisdom of attempting it at this time. I still believe if we could 
get to work and educate the people and show them the necessity 
for supervision to give them a square deal, we would get along, for 
a time at least. We cannot reach intangibles perhaps as we would 
like to, and we do not reach the property that our law says we 
shall reach as we ought. 

F. H. Vandenboom, of Michigan : I should like to say just a 
word. We have had about the same trouble as a great many about 
getting values, and we had that trouble imtil we got a tax commis- 
sion. When we got a tax commission the tax commission went at 
it, took full charge, and got values up to about where they be- 
longed. But we still had some difficulties in the state board of 
equalization. The state tax commission had but one vote, their 
statements were not taken, and the state officers did the equalizing 
to suit themselves. 

We now have made the tax commission the majority of the 
equalizing board and they are going to have something to say. The 
men who have made the assessments are going to have something 
to say about the equalizing. Heretofore we have been equalizing 
in the state of Michigan every second and fifth year. Many of our 
cities have increased in value two or three times during that period. 
Last year the legislatiwe passed a law by which the state will equal- 
ize every year hereafter, and that is a great step ; it is getting away 
from injustice and inequality in taxation, and we are not having 
very much trouble along that line now. We had trouble with the 
mines in the earlier days, but when we got the state tax commis- 
sion they went into it systematically and worked the matter out; 
had experts go into the books of the companies, make drillings and 
make a fair estimate of the mine value; they did the same thing 
with timber values; and now we have something to work on, we 
have the tax commission figures. We have had mine experts to 
look after the mining property, and timber experts to look after 
the timber property, and we know now something about what the 
situation should be. 
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Chairman Link: It is getting late and I do not want to con- 
sume too much time, but I wish to state that even in the wealthier 
states that have worked out very good income systems, the propo- 
sition of doing away with the property tax cannot be thought of. 
I say that because I catch the drift. I am as strong as any of you 
for an income tax. The tax commission has recommended it for 
many years; but you must not think the time has anywhere near 
come in this country when we can do away with property tax for 
state and local purposes, because it hasn't, and I believe it never 
will. The most we can do is to check the increasing burden by 
working out inheritance tax and income tax systems. I should 
like to hear from Mr. Lord of Minnesota on that point briefly. 

Samuel Lord, of Minnesota: I don't know that I have any 
special message to bring to you, gentlemen, either on the subject 
of income taxes or the subject of inheritance taxes. I am a firm 
believer in both systems, but I agree with my friend Mr. Link that 
the time is far distant when we shall be able to abandon the gen- 
eral property tax to any great extent. 

In Minnesota we are attempting this year to have an amendment 
to the constitution adopted which will permit the enactment of a 
graduated^ and progressive income tax law. The proposed amend- 
ment contains a provision which empowers the legislature to make 
the income tax a tax in lieu of a tax on certain types of personal 
property, if they see fit. The amendment, if adopted, will greatly 
broaden our constitution, unshackle the hands of the legislature, 
and give them much broader power to enact more just and equi- 
table tax laws for the state than we now have. We have in Minne- 
sota, and have had for many years, a very workable inheritance 
tax. I feel sure that every student of taxation within the sound of 
my voice is more or less familiar with our inheritance tax law. It 
reaches both direct and collateral heirs and strangers. The rates 
are reasonably high. We have heard very little complaint about 
the law and we believe that it has given very general satisfaction ; 
and it probably carries as high rates as any inheritance tax in this 
country. It brings into the state treasury every year all the way 
from one to three or four million dollars, and is a very consider- 
able help to our state treasury, which at the present time is sub- 
jected to a very great strain. 

Our taxes are mounting by leaps and bounds, the same as in 
other states. We shall raise this coming year, by the various 
schemes of taxation we have in our state, something like $110,000, 
000. That is at least six times as much as the state raised for all 
purposes fifteen years ago. Our rapidly increasing taxes have be- 
come a very vital question. It is a question which I think is en- 
titled to more consideration than the question of how we may raise 
more revenue. Greater thought should be given by people all over 
25 
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this broad land of ours to ways to hold down the expenditures, 
rather than to inventing new methods of raising revenue. I very 
much fear that throughout the west and the northwest especially, 
we are pushing ahead with many public enterprises a little too fast. 
We are undertaking a lot too much. It seems to me that it is 
about time we were applying the brakes. It is true that the 
Almighty has been liberal with us. We people in Minnesota be- 
lieve that we have a little the best country on the face of the earth ; 
and in any event, the upper Mississippi Valley, and I might say the 
Western States of America, viewed from the standpoint of the 
farmer, have enjoyed in the last few years a prosperity the like of 
which was probably never known elsewhere in all the history of 
the world. But that is no reason why we should go mad and rush 
headlong into bankruptcy. I feel that one of the most important 
functions of every properly constituted tax commission through- 
out all these states — and this of course applies to tax conunissions 
everywhere for that matter — is to inform their people just exactly 
what they are doing, just how far they can go safely, and explain 
to them the necessity of holding down the levies within reasonable 
bounds. 

So far as the general property tax in Minnesota is concerned, 
we feel that after thirteen years of very diligent effort on the part 
of the tax commission, with the cooperation of county officials and 
a majority of the assessors, we have succeeded in getting that very 
much abused form of taxation on a pretty fair working basis. 

I do not believe that I am exaggerating when I say that assess- 
ments in Minnesota today are made as near to the legal mark as it 
is possible to make them, with the machinery now at our disposal. 
The great bulk of tangible property in the state is assessed, we are 
confident, in substantial compliance with the laws of the state. I 
do not speak of this in a bragging way. I am speaking of it so 
that I may bring to your attention the simple methods we have em- 
ployed to bring about the desired result. This statement, I believe, 
is verified in part by this year's assessment which is fully twenty- 
five per cent higher than the assessment of a year ago. This in- 
crease not only reflects the rise in the value of property, but it indi- 
cates as well, much diligence on the part of a very large majority 
of the assessors throughout the state. 

The total true value of taxable property in the state, as disclosed 
by the assessment this year, is very near to seven billions of dol- 
lars. This is a very impressive amount and will compare favorably 
with the assessment of any other state in the Union. But after all, 
we realize that it is not the amount of an assessment that counts, 
but its fairness and completeness; and tested by this rule we feel 
sure that the assessment of both real and personal property this 
year is easily the best ever made in the state. 

Others here tonight have expressed my own ideas of the way, 
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and the only way, that a good assessment can be brought about. 
We have spent a great deal of time educating assessors, not crack- 
ing the whip over them, but trying to help them solve the difficult 
problems that confront all of them in their work. In carrying on 
this campaign of education we are very unfortunate in one respect. 
Instead of fifteen or twenty-five or thirty assessors, as some of you 
people have in your states, we have an army of assessors — about 
2600 — in Minnesota. Most of them are intent upon doing good 
work. Some of them, of course, are shiftless. Some of the work 
returned is very crude indeed, but on the whole, the assessors of 
Minnesota are doing very creditable work. And the only people in 
Minnesota today who suffer because of poor assessments are the 
people who live in communities where they elect poor assessors. 

We see to it, and the coimty boards see to it, that every district* 
where the assessment is poorly made is brought up to the level .of 
the other districts in the county, so that if injury is inflicted upon 
the people of any community, it is a self-inflicted injury. We go 
to the people themselves, while the assessments are being made, and 
explain to them, by articles in the newspapers, the purpose and 
the need of good assessments; why it is necessary that all taxable 
property should be listed, and why it is necessary that every man's 
property should be assessed according to law. In other words, we 
try to impress these facts upon the taxpayers as well as upon the 
assessors, and so, working in harmony with the assessors, with the 
county boards, and all of the other assessing officers, we have 
finally succeeded in bringing about a very fair and full assessment 
of property in Minnesota. 

•You cannot get quite up to full value. We are just as near to it 
as safety will permit. The assessment of real estate in our three 
large cities is fully up to the standard fixed by law, and rural prop- 
erty is as near the legal standard as we are able to place it. In 
equalizing real estate assessments we use the sales method with 
which you are familiar; and to make the assessment reasonably 
conservative we use four years of sales. In states where there is 
a fair movement of real estate we feel sure that the sales method 
of determining values is easily the best method that has ever been 
devised. I am not going to take up any more of your time, but 
should like to have the chairman call upon one more of your Minne- 
sota assessors — the assessor of the city of Duluth. He can explain 
to you how he makes the assessment in that city, and I know a 
statement from him will be more interesting to you than any fur- 
ther talk from me. 

J. A. Scott, of St. Louis County, Minnesota : Mr. Chairman, 
and gentlemen : I have been one of the men on the firing line for 
ten years, and at the suggestion, or after speaking with Senator 
Lord, he thought that possibly something that I have learned dur- 
ing that time might be of interest to some of you people out here 
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and that was the only object I had in bringing these exhibits along. 
I am going to be brief, simply calling your attention to these ex- 
hibits, and if you are interested, I shall be glad to explain them 
further after the meeting is over, when those who are particularly 
interested in this line of work can ask me any questions they desire. 

In the first place I want to show you just a section, and a very 
small section, of a map which I have on the wall. The original 
map is fifty feet in length and covers 375 square feet. I might, in 
passing, say that the city of Duluth is thirty miles long and, some- 
one said, about half a mile high — ^kind of a mean thing to say. It 
is very rocky and goes up very abruptly from Lake Superior, which 
runs along here (indicating). It contains some 42,000 acres, only 
about one-half of which is platted into lots and blocks. 

This white print is made from a negative of a drawing which I 
had made when I went into the office, ten years ago, and we can 
easily reproduce the maps when we need them. We made a blue- 
print of the business section, which I had placed in the Commercial 
Club and in different public places, for purposes of criticism. I 
might say that after they had been up there for some weeks, all 
the criticism had been exhausted ; it was accepted as the permanent 
value of the land in that section. Now, this whole 375 feet is open 
to inspection, and we have people in there every day, and many 
times a day, sometimes every hour, looking to see what the value 
of their property is, and their neighbor's property. This may shows 
in colors the different kinds of pavement and the different kinds 
of street; it shows water, sewer, and gas mains, where laid. That 
would not be necessary if the city was completed, but in these out- 
lying districts the value of the lots depends upon whether they have 
those modem conveniences or not. The topography of the city is 
such that we have to go over and value every lot separately, and 
our map shows what the topography of each lot is. I will tell you 
how that is done. The center figures in red represent the full 
value of a normal lot, unaffected by comer influences. We then 
have small green figfures, two, three, four, five, six, seven. The 
figure 2 means to me, and to anyone who understands the map, 
that that lot is only worth twenty per cent of the normal lot, be- 
cause it is twenty feet below the grade. 

This next one is not so far, it is thirty per cent, and so on up to 
seventy, which would mean that that lot is sixteen feet below the 
grade of the street. The lots that are above the grade of the street 
are represented by red figures, and the same percentages hold true, 
we can tell just how many feet the lot is above the grade, and 
whether it is rock or whether it is below the grade or whether it is 
something else. The solid green portions show property that is en- 
tirely exempt from taxation, that is, that it pays no tax of any kind. 
The shaded green shows the property that is partially exempt, ex- 
empt from general taxation, but pays special assessments. 
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On the original map the railroads, of which we have eleven, are 
shown in different colors, and it also shows the railroad property 
which is exempt from taxation and that which is not exempt from 
taxation, according as it is or is not used for railroad purposes. 
We have a gross earnings tax in the state of Minnesota, and the 
railroads pay five per cent upon their gross earnings in lieu of all 
other taxes and assessments. We are to have a vote upon an 
amendment to our constitution, or to a law which is a part of the 
constitution, and are going to try to get out those two words ** and 
assessments ". It throws a great burden on the other property- 
holders in the city of Duluth, and in the next ten or fifteen years, 
if this amendment don't carry, we shall have to pay on millions of 
dollars of assessment along the railroad property. 

You would see, if you were close, that there are all over this map 
little letters ** S ". That indicates that I have a sales record of at 
least one sale of that particular lot, and I am going to tell you how 
we keep record of those sales and how we get them, if I am not 
taking up too much time. 

We take every sale made and find the full and true value — ^the 
price at which the property was sold. There are some 400 different 
divisions in the city of Duluth, and we have taken for the assess- 
ment which we made up this year the sales from some 243 divi- 
sions. We have used 5,553 sales in the platted portion alone. 
From tliose sales, which cover a period of four years, as the Sen- 
ator has told you, I find that our assessment is 39.6 per cent of the 
full and true value, as indicated by those sales. That comes within 
one per cent of being the full and true assessment on the full 
value. We have a large amount of unplatted property. On un- 
platted lands it is SSVs per cent; on the platted it is 39.6 per cent, 
we should have 40. 

Chairman Link: Minnesota assesses upon fractional values, 
fixed by statute not upon full values, under a classified tax law. 
As I understand it, they have a full value appraisement, and for 
assessment it is 50 per cent on mining property, 40 per cent on city 
real estate, SSVs per cent on farm property, 25 per cent on personal 
property, and 33^A per cent on merchandise. 

Mr. Scott: There is one word I want to say about my real 
estate cards. We have about 90,000 parcels of property to assess, 
and for each parcel we have one of these yellow cards. The yellow 
cards are made out to carry the assessment for twenty- four years, 
and we have on this card every transfer of the property during 
those twenty-four years, which makes a fairly complete record. 
This is particularly valuable to our office as we make the special 
assessments for the improvement of streets, alleys, sidewalks, and 
sprinkling. We also keep clippings from the newspapers of any 
discussion which would seem to affect the value of this particular 
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property, and on the card we simply put the initials S.B. page 25 
or 50, which means that we have some newspaper item in regard to 
that property during that year. 

Any letter or any communication which we may receive or send 
out regarding this particular property is indicated by a letter and a 
figure, as " letter file M.C. 25 ". Any changes made by the asses- 
sor also are noted. On the reverse side we have a description Qf 
any building that may be upon it. Those btiildings are valued, and 
the amount they should be assessed at arrived at by the physical 
contents table. The niunber of sales and the considerations are 
shown on the back of these cards, and in that way, by taking care 
of the sales each and every day, we know that we are assessing 
property exactly according to law. I will say in passing that these 
figures are very generally being accepted by the people and by 
the city. 

Just to illustrate, the other day we bought a piece of property for 
the city hospital, from one of the judges from our district court. 
They were going to have an expert appraise that particular prop- 
erty. The judge said, " Whatever your assessed value is there I 
think is fair." They condemned ten feet along a street for a dis- 
tance of twelve blocks, the other day, and the figures as shown on 
these maps were accepted by both the city and the property-holders. 

Now, just one word in regard to the way we assess personal 
property, and then I am through. We have a classified personal 
property plan. Household goods are assessed at 25 per cent. Then 
we have about three different articles assessed at 3354 per cent, and 
the balance 40 per cent. We have fifty-seven different varieties. 
I am much opposed to the assessment of any amount on household 
goods. I believe in the exemption of all household goods, because 
it costs too much. It is impossible to administer. It is impossible 
for any one to make a proper assessment on household goods, and 
the amount we receive is only 60 per cent ; in the suburbs it is less 
than that. We sent out four or five women this year to make a 
portion of the assessment on the household goods, and it was very 
successful. 

In regard to assessment of stocks of merchandise, I have one 
man assess one kind of property. That is, I would not have a man 
go from the shoe stores into grocery stores, and so on down the 
line, but he would assess all the grocery stores, and another man 
would assess all the shoe stores. 

The plan you have in Utah of asking every one to turn in a 
sworn statement is a splendid thing, and that is what we require 
of all the larger merchants, but it is impossible to get that from the 
small ones, therefore we find out exactly what the merchandise 
stock is of two or three or more leading merchants, from their in- 
ventory, together with their sales and their purchases since their 
date of inventory. We get at it exactly, and from that we are able 
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to assist the people who really don't know what the value of their 
stock is, although they might be honest. In that way we get a very 
uniform assessment on both wholesale and retail merchandise. 

In the matter of coal where we handle millions of tons, the dock 
men themselves dont know how much coal they have on the dock, 
and I think they are honest in that, so we have to measure that up, 
take the cubic contents and divide that by four, and that gives the 
amount and number of tons. I am going to leave these exhibits 
here. 

Louis WoLLBRiNCK, OF MISSOURI: What is your total assess- 
ment on personal property? 

Mr. Scott: $48,900,000 of moneys and credits, which pays a 
three-dollar tax on the thousand. That represents about thirty- 
seven per cent of the full and true value. On the moneys and 
credits the tax rate is $3.00 per $1000, on other property, fifty- 
three dollars last year. Taking the whole of St. Louis County,, 
which is a large county, it is assessed for $400,000,000. That rep- 
resents a little more than full and true value. 

Chairman Link : I will now introduce Mr. Burke, the assessor 
of the city of Buffalo, New York. 

Gentlemen, we are going to find out how the Niagara Falls is 
assessed now. 

Mr. Burke, of Buffalo, N. Y. : I did not come here to make 
any talk, but I came here to learn. The chairman has asked me to 
explain the Buffalo assessment. In 1917 this system was adopted 
in -Buffalo. I might say that previous to that, the city was run by 
a Board of Aldermen. In 1916 it went under the commission 
charter, and this system was started just before the charter came 
in< In 1917 we had the city divided up into fourteen districts. It 
used to be divided into twenty-seven wards, but in the ward plan 
every little while, when one party would get into power, they 
would change the ward boundaries, and then the other party kept 
on changing, so that we recommended it be divided into fourteen 
districts. It was put into fourteen districts and fourteen deputy 
assessors were appointed. Each deputy assessor has probably any- 
where from 700 to 9000 parcels to look after. We have in Buffalo 
105,000 parcels of land, and we figure that there are probably 
95,000 parcels with buildings on. We have in the office today a 
field sheet which shows the flat proposition. It shows that this 
particular building, for instance, is fifty-four feet long and twenty- 
four feet wide. That building (pointing to map) is figured on a 
square foot basis. That building is figured at $2.68 a square foot. 
We get the body of the building and that figures $2,851 ; the base- 
ment figures $453; laundry in the basement, that is the tubs in* 
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there, $25; dormers $50; bay windows $50; heating plant $200; 
bath $50 ; electric light $(50 ; veranda $230 ; hardwood floors $300 ; 
hardwood trim $80; tile floor $55, which all figures up an assess- 
ment of $4,988. 

Now, to show you how that works out, in 1916 that property was 
assessed for $2,400. Figuring it on this scale brought that build- 
ing up to $4,990. On that street there was probably 120 two- family 
flat houses. Those mvo-family flat houses sold for $7,000 apiece. 
In 1916 those properties were assessed, with lands and buildings, 
for $3,200. In 1920, with this system, they are assessed for $6,200. 
On that street the people came in who got that raise of $100, 
looked at it, and said, *' You have raised all the property on that 
street in that way ?" " Yes." We had no complaint from them 
on that. 

Before this plan was put in we used to use the offices of the park 
department, and another department for complaints. Under this 
system we don't have today over 300 complaints.. Any man can 
come in and ask about his assessment and compare it with his 
neighbor's. That is kept the same as a card system. 

Each deputy has a desk and on both sides he has a card sticking 
up. All the sheets for Golding Avenue are sticking up and he can 
readily turn to anything he wants. The first year we put the sys- 
tem in, with the fourteen deputies, it cost $25,000. We have raised 
assessments in Buffalo under this system $256,000,000. That brings 
Buffalo's assessment up to $700,000,000. 

I have heard a lot of discussion here about state assessors and 
commissioners. We have had the hearty cooperation of the tax 
commission. The commissioners of New York visit every county 
in the state, talk with them, talk about what their rate is. We got 
a rating from the state tax commissioners of ninety-two per cent 
on all the property in Buffalo. We have these meetings in Buffalo, 
the state tax commissioners come there to find out the rating of the 
different counties and try to bring them up to the ratings we have. 
They are trying in the other cities of the state to get this system 
adopted. In fact, they are recommending it to all the other cities. 
So far as our city is concerned, we get all the help we want from 
the state tax commission. 

Chairman Link: How many men were employed to install 
that system? 

Mr. Burke: Fourteen were employed and it took them four 
years to finish it. If a man's lot is 30 by 120 and the unit is $20 a 
foot- front, if that lot runs up to 150 feet, it will run to $23 a foot. 
If a man has a short lot and it is only 80 feet, about $18.60 a foot. 
We got this system in this way. We asked the Common Coimcil 
of Buffalo to give us $1000 to go out and visit ten cities. We 
visited Cleveland, Detroit, Milwaukee, Boston, Newark, and others, 
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and I might say right here that we got the biggest part of our 
system from Newark. We picked out the best things we saw in 
the different cities and put them all together and made this system 
of ours. We put this system in and we find that everybody is 
satisfied with it, because any man can come in and see just what 
the situation is. 

I will give you an example here of how this system works. Be- 
fore the system was put in we had the same system they have in 
a good many places. Three of us drove along and looked at a 
house and we would say "put that down at $3,000." Then the 
fellows used to come in during the complaint season and want a 
couple hundred off; there were a lot of fellows that came in, to 
get a couple hundred ofiF. When this was put in I remember one 
case; a man came in and said, ** You jumped me 100 per cent." I 
said, " That is true ; you have a pretty good house there." He 
said, " I would not care so much about that, but my neighbor next 
door has a better house than I have." I sent out and got the sheets 
for his place and his neighbor's place, and here is the way the 
assessment ran. The other man was assessed for $1,600; this 
fellow had been assessed for $1,200 and was jumped about 100 per 
cent or a little better. The fellow aloxigside of him who was pay- 
ing on $1,600 was jumped 200 per cent, and that is about what it 
was worth. I said, *' You could put your house on the rear of his 
and make a garage out of it." That was the condition there. 

All the industrial property in Buffalo is figured on the square 
foot basis. On the corner propositions, we put forty per cent on 
business corners and twenty per cent on residence corners, for a 
thirty- foot corner. I might quote some figures so you can see 
how that is running. The figures I quote were got from the state 
tax commission. In 1916 the street railway in Buffalo was assessed 
for $1,095,780. Today it is assessed for $4,579,555. The New 
York Telephone Company, in the year 1916, was assessed at $1,078, 
000. It is now assessed for $2,897,710. The Buffalo General Elec- 
tric Company, $738,000 in 1916; today $2,838,470. I will tell you 
how we get these figures. All the public utilities have to file a 
statement with the State Tax Commission, telling what their prop- 
erty is worth. They do that there in order to get their rating on 
their franchise. I remember that when the commission charter 
came in there, Commissioner Hill came to the office and said, 
" You have a building over here belonging to such and such a com- 
pany, on your books for $350,000, and they have filed figures with 
the state tax commission that that building is worth $600,000." 
I said, " Wait until we find out what we have got." We found an 
affidavit made out that the building cost $350,000. That affidavit 
was made by the same man that made the affidavit and filed it with 
the tax commission. So the next year we asked the state tax 
commission to furnish us with a list of all the pubHc -utility prop- 
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erty in Buffalo that had been filed with them, with the prices that 
had been filed with them, showing what the properties were worth, 
and we put those figures on the books. When their attorneys 
came in, we produced the figures we got from the state tax com- 
mission, and the attorneys usually said, " If they can go down to 
Albany and find out that the property is worth that money, they 
must stand for it." 

If there are any of the assessors here who want any of this 
work here, or any samples of it, we should be glad if you would 
write to the office. I know what the assessing business is; I have 
been in it myself for about twelve years; and any help that we 
can give, we should be glad to give. Write to the Board of Asses- 
sors in Buffalo, or address me, and I will see to it that samples are 
sent you. 

Louis W^OLLBRiNCK, OF MISSOURI : In my state, the county as- 
sessor is like the county assessor in all other states. I am the city 
assessor and county clerk together. We start our assessment on 
the first of June every year, and our district deputies, twelve in 
number, one for a district, go through the districts. They serve 
personal tax notices when making the assessments on real estate 
on their field plats. I served 95,000 of those personal tax notices 
last year, and make both the personal and real estate assessment in 
my office. The assessment books are completed the first of March, 
subject to the inspection of the taxpayer. The board of equaliza- 
tion meets then for four weeks to listen to all complaints, and so 
on. After that ever3rthing is closed; then I do the county clerk's 
work and make up the books. I have nothing at all to do with the 
street railways or steam railroads and so forth. They are assessed 
by the state. I have to make a report to the state tax commission 
and state auditor by February. Sometimes they review my report 
and say something about it, but as a rule I get away with what I 
have done. I stand pretty close to true values. The banks and 
trust companies make their reports to me. The expense of the 
office was $120,000 this last year. The state pays half and the city 
the other half. Last year 134,920 tax bills were issued. The state 
assessment was $800,000,000. I raised $136,000,000 in two years 
without having any trouble, by equalizing it. I do think that the 
system we have there is what the public wants. If they want to 
go into that office and know what John Smith is worth, I can tell 
them everything John Smith has, right from my blotter; I don't 
care where it is located. If John Smith transfers a piece of prop- 
erty, I have it on the field plat. That goes to the assessor and we 
have an office plat, which is a copy of the field plat, for myself. 
On the field plat are all the notations. The deputy assessor gets 
them ; what the property sold for ; any buildings on it, &c. On my 
office plat I have the assessment for each of the ten years, in dif- 
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ferent colors, and from that I can tell you an3i:hing at all. I have 
a probate clerk man ; when wills are filed, he gets the information 
down at the probate court. 

I get a copy of automobile licenses, building permits, and all that 
information. We have a complete outfit to go by. Names are 
changed every year on the field plats, and on my office plats. If 
you raise an assessment of $800,000,000 a year, and also get a 
$600,000,000 income tax assessment saddled on you, and you don't 
have much trouble, you must have a pretty good system. I don't 
have much trouble. I say without hesitation that I did not have 
fifty complaints for the four weeks the board sat this year. I have 
about a seventy per cent assessment and I am going a little higher ; 
I shall get another twenty per cent this year. The last two 
years,. on account of the war, I had no new improvements, but in 
the last year we have had some new big industries, and I shall put 
$5,000,000 more on new buildings. Land is assessed separate from 
buildings. I make a blotter for myself. When a man comes into 
my office I handle the thing from the beginning until it goes into 
the collector's office, who collects the money. 

I don't handle the merchants' and manufacturers' license tax. 
Our collector in the city of St. Louis collects everything there ex- 
cept the merchants' and manufacturers' license. We have passed 
a secured debt tax. If a man had a lot of stocks and bonds, he 
would never give it to the assessor ; that is intangible. He now has 
to record that in the recorder's office, and he pays at that time at 
the source, a certain tax, for one, two or three years, whatever the 
life of the bond is. 

If this man had a six per cent bond, he would not return it to 
me when we would take 2.35 or 2.55 — which is our rate — away 
from him. One-tenth of one per cent, something like that, is the 
rate now, it is very small. It is handled in another office and I do 
not pay much attention to it, but I know it is very small. 

We are trying to get a mortgage recording tax. No one will 
buy a mortgage in Missouri and pay me 2.55, but if we apply a 
fraction of that rate and tax it at the' source, it will be practical. 

We are going to have a constitutional convention and I am 
going to advocate the abolition of the personal property tax, doing 
away with it all together. 

If you get the secured debts tax and a mortgage recording tax 
you have what you want and you don't care for those other little 
things. There are some horses, automobiles, and so forth, but we 
don't care about that. On the personal tax I have so many horses, 
cows, and all that kind of stuff; I must confess that my boys must 
be pretty good. We have a law there that you cannot keep any 
hogs, still my fellows will come in with fifty or sixty hogs. So all 
in all, when you figure it out, if you have a good system on this 
assessing proposition, a county assessor; a proper system and 
proper handling; the job isn't so bad after all. 
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The twelve assessors take care of all the assessing. They make 
a report to me every week, how many blocks they serve, what the 
decrease was or what the increase was, and so on. On Saturday 
they lay that before me, and I can look it over during the week. 
When they come in the first of the year they stay in until June. 
The board meets in March. 

Chairman Link.: I am sorry indeed to have to close this con- 
ference. We might discuss our duties as practical assessors for 
an unlimited time. It is one of the very best sessions we have had. 
We will adjourn to nine o'clock tomorrow morning. 

[Adjournment of Session.] 



TENTH SESSION 
Friday Morning, September 10, 1920 

Chairman Haugen : We will come to order. Time is running 
and we have considerable work before us. This session is devoted 
to the mining interests of the western part of the country — mining 
interests generally, for that matter. We are in hopes that we shall 
be able to close the conference when we adjourn this forenoon's 
session. It is therefore desirable that the gentlemen who speak on 
the mining question shall be as brief as possible, without detracting 
from the presentation that they wish to make, and perhaps it is 
well to remind them that it is preferable to give a synopsis of 
papers than to try to read the entire paper, especially if it is of 
some length. 

We shall try to give some time immediately after closing the 
discussion of the mining interests to the local assessors, who it 
seems did not get all the time they desired last evening. That 
matter, therefore, will be taken up immediately after the comple- 
tion of the mining discussion. 

Charles J. Tobin, of New York: I should like to read some 
of the resolutions that did not formally come to the Resolutions 
Committee. The proper procedure is that all resolutions which the 
Resolutions Committee are to consider shall first come to this body 
before going to the committee. Some of these resolutions did n6t 
come in that order, and in order to keep within the rules of the 
conference, I should like to read now some of these resolutions. 

Chairman Haugen: I want to suggest, if there is no objec- 
tion, that these resolutions be referred to the Committee on Reso- 
lutions, without taking up the time of the conference now. Is 
there objection to that procedure. If not, it will be so ordered. 
There is no objection. 

The secretary has some matters to place before you. 

Secretary Holcomb: Mr. Bailey makes the suggestion that 
some here may not know that the Association is very anxious to 
secure additional members, and anyone here may, of course, be- 
come a member of the National Tax Association. I Ijave carefully 
distinguished the Association from this Conference, because I don't 
like to break in upon the conference with private affairs of the 
Association, but I should like to have you know that we should 
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greatly appreciate having any of you become members. The an- 
nual dues are $5. That gives the voliune, consisting of approxi- 
mately 500 pages, and the monthly bulletin, containing current 
items of interest. The Bulletin is said to be worth while by those 
who have been in the Association some time. We are going to 
try to make the Bulletin of even more use than it has been in the 
past. I have no sample of the Bulletin here, but it contains articles 
of current interest and news items of legislation, and a pretty 
complete index or digest of all tax decisions as they come through 
currently. It is a work of some difficulty and rather expensive, 
and we should appreciate, of course, the addition of new members 
at all times. Some of the old members can tell you more than I, 
as I dislike to emphasize the work because I am so close to it. 

President Haugen: It is a very important work and I know 
that the commission in Wisconsin has been receiving a great deal 
of benefit in keeping up the publications of the Association, and 
the Bulletin that is issued by Mr. Holcomb every month. 

The taxation of mines,, of course, is a very important feature of 
the taxation problem in the country, quite generally scattered over 
all parts of the country, and the chair will ask Mr. Bailey of Utah 
to preside over the morning session — Mr. Bailey. 

Chairman Bailey: This affords me a great deal of pleasure. 
We have a very considerable program in front of us which we 
want to get through with at this morning's session if possible, so 
we will proceed at once with the program. Our first number this 
morning is that of the assessment of non-metalliferous mines in 
Utah. There has been considerable attention given to this part of 
our work during the last two years, and we have been very ably 
assisted and helped by Professor William Peterson, the state 
geologist, and the board is indebted to him very largely for the 
plans we have. Mr. Peterson will now address you. 

William Peterson, of Utah: Mr. Chairman and gentlemen, 
the title given to this paper is rather presumptive as the assessment 
of non -metalliferous deposits. We are not going to attempt to cover 
that. In Utah we are working mines in coal, alunite (potash), 
gilsonite, elaterite, phosphate, ozokerite or mineral wax, salt, stone 
quarries, oil shale, whitings, fire clay, paint pigments, and some 
others. The short paper I am going to read to you — and I have 
learned that rf an3rthing is appreciated at this time, it is a brief 
paper — is just on the assessment and appraisement of coal minesL 
The paper as I have it, is largely in the form of an abstract, and I 
believe I shall go quicker if I try to read it as it is, rather than 
abstract it further. 
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The law enacted for the assessment of coal lands in the state of 
Utah, passed by the state legislature in February 1918, changed 
the plan of assessment from that of the amount paid the govern- 
ment plus the net proceeds tax, to the actual present value of the 
coal lands owned. Previous to the enactment of this law the as- 
sessed valuation from the standpoint of government purchase was 
very irregular, running as low as $10 in some cases and as high as 
$300 in others. 

The problem before the state in order to put the new bill into 
effect was to determine as near as possible the actual valuation of 
the coal lands privately owned. It was decided that this value 
should be based on the actual tonnage of available coal under ordi- 
nary methods of good mining. The ownership itself is complicated, 
some parties owning only small tracts while large companies own 
very large widely scattered tracts, extending over most of the coal 
district. Much of the land owned is not adjacent to the railroad, 
some of it being more than twenty miles from the nearest point 
along any railroad system. 

The data available for the beginning of this work was that which 
had been put out by the United States Geological Survey on val- 
uation of lands, and that collected by the companies themselves. 
The government data was very helpful but much of it was mis- 
leading and scarcely represented the true condition desired from 
the working standpoint of the coal mine. The government fixed a 
maximum valuation and therefore made no difference in value 
above a certain amount of coal. The physical conditions in Utah 
are somewhat different from those found in coal areas of other 
states. There are no shaft mines operating in the state. With the 
exception of one single rock incline, all of the coal mined in the 
state is being extracted through the out-crop. It is made more 
difficult by a large part of the out-crop being burned. In Carbon 
and Emery Qjunty fields, where most of the coal is, the coal seams 
are located in the mesaverde of the upper cretaceous formations 
and are underlain with many hundred feet of the soft mancos 
shales. The shale weathers down to the valley floor as fast as the 
sandstone cover is removed, thus forming rather high, precipitous 
cliffs along the margin of the exposure. 

The outcrop of the coal seams is in many places several hun- 
dred feet above the level of the valley plains and is exposed to the 
surface midway up the high precipitous cliffs. 

This type of exposure seems to have been specially conducive to 
coal burning. Whether the burning is a result of the physical 
strain from surface breaking and from weathering or from light- 
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ning or what not, it remains a fact that the coal which has suffered 
the greatest exposure usually shows the greatest amount of burn- 
ing, so that the survey location of the basic sand stone which forms 
a coal floor, as done by the government, does not always indicate 
the amount of coal available. It is also necessary to work through 
the entire crop line to determine as nearly as possible the amount 
of coal which has actually been burned and thus lost to the deposit. 
This amounts to many thousand acres in Carbon County, and in 
many places the burning is extended much farther in than experi- 
ences from other localities would indicate possible. Several in- 
stances had been found where the burning had penetrated in from 
the surface more than a quarter of a mile from the outcrop, even 
when the seam has been covered with more than five hundred feet 
of rock in places. This burned condition has been a tremendous 
problem in Utah in the working out of the economic value of 
each tract of coal. 

It was decided that the value of the coal should be computed on 
the basis of tonnage contained of mineable coal, so a survey was 
undertaken of the entire coal field, to determine as near as condi- 
tions would permit, the actual amount of coal which each forty- 
acre tract would yield, tmder good mining operations. As the 
country was very rough it was found more feasible to use a stadia 
survey than to try to actually chain the outcrop. The line has now 
been run on the outcrop through the greater part of the coal area 
of the state, and the crop line accurately located with reference to 
the forty-acre subdivisions. 

Account has been taken of all coal seams available and a careful 
cross-section record has been made of each seam as often as con- 
ditions would permit. Where the outcrop shows burning, it is 
usually impossible to obtain a section, but in the canyons on each 
side of the burned points, complete sections can usually be obtained. 

As a basis for available coal it was decided to take all coal into 
account extending four miles back from the outcrop. The gov- 
ernment computations are for six miles but this is thought to be 
extreme for taxation purposes. Most of the area in the state con- 
tains more than one workable coal seam. It was decided, however, 
to consider no seams which were less than four feet in thickness, 
though some of the coal seams have a thickness of 16, 18, 22, 24 
and even 28 feet. The companies operating these are attempting 
to make a complete extraction and therefore no reduction allow- 
ances were made for the thicker seams. Where two seams of coal 
occur so close together that one interferes with the work of the 
others it was decided to consider only the thicker one in computa- 
tion of tonnage. 

Experience seems to indicate that if the formation is solid it is 
necessary to have at least thirty to thirty-five feet of rock material 
between two seams in order to work the second seam without in- 
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terference. This figure may vary quite widely with the kind of 
material forming the stratum between the coal seams, and therefore 
each problem will have to be treated on its merits rather than by 
establishing any definite rule. 

The specific gravity of most of Utah's coals is such that it 
would yield a total of from 1600 to 1700 tons per acre- foot. It 
was decided, however, to follow the rules of the government and 
charge against the land only one thousand tons per acre-foot, as 
the amount which would probably be extracted. This is only 
charging about a 65 per cent extraction and is lower than many 
of the mines themselves claim, but if the mining operations are 
driven to the four-mile limit from the outcrop, it is probably as 
high as the ultimate extraction will be. In other fields, where the 
coal has a higher dip, only one to two miles is taken into consid- 
eration in computing the tonnage. 

Credit is also given to the owner for irregularities in the coal 
seam itself such as splits, in which either day, shale, or sandstone 
appears. It is estimated that it is possible in a good seam of coal 
to work a split as much as a foot in thickness, but whenever this 
occurs the tonnage cotnputation of such a seam is lessened by the 
thickness of the shale or sand material appearing in the split. 

Much of the coal area is affected by faults, these vary from a 
few inches to many hundred feet. It has been the object of the 
survey to give credit to the company for losses resulting from 
faulting and for loss of coal ground up, as a result of faulting. 

Some of the land contains what is known as wants, which prob- 
ably means that at the time of the peat formation, running water 
entirely removed the peat in certain sections, depositing in its 
stead, sand and clay sediments. 

Certain areas are affected with volcanic dykes, both with and 
without vertical movement along the line of intrusion. Where 
these dykes occur the coal is coked for considerable distance on 
each side of the dyke. This is a loss to the mine operator and 
allowances are made for such losses. In brief, it has been the 
object in the survey of the doal lands to determine the exact ton- 
nage which each forty acres will produce under good mining con- 
ditions. Allowance has been made to the company for burning, 
splits, wants, faults or any irregularities which nature has pro- 
duced, which interfere with the normal conditions of the coal seam. 

In computing the tonnage, allowance has also been made for 
coal already extracted or burned from fires in old workings, caves, 
or other conditions which prevent the opening of mines which 
were worked in earlier days with less care than at present. Some 
allowances have been made for differences in the quality of the 
coal. For instance, the coal for certain areas is so high in mois- 
ture as to render it poor for storage purposes. It is rather a low 
grade of coal and can be mined only for immediate consumption. 
It has been given a special rating as to quality. 
26 
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The survey record has been compiled by townships, containing 
the folowing data: a township map, showing ownership of all 
coal lands ; the position of the outcrop ; the burned area ; the loca- 
tions where coal sections have been taken, indicated by a number 
on the map; faults, dykes etc., which would influence the tonnage 
of the coal. A record is made of each cross-section, drawn to 
scale and bearing the same number as on the township map. 

From this data the record is made of the land description in 
forty-acre tracts, showing the niunber of coal seams and thickness 
of each; the number of the cross-sections from which tonnage is 
computed: area of burned coal; area of worked-out coal; area of 
good coal; tons of coal contained, on basis of one thousand tons 
per acre- foot; distance from railroad; surface value and class into 
which each forty-acre tract is placed. 

In the survey which has thus been made of the coal lands, the 
state has been especially fortunate in the courtesy received from 
the operating companies. It would not have been possible to 
accomplish what has been done in the time that has been given to 
this survey had it not been for the fact that practically all maps, 
data, surveys, both surface and underground, owned by the oper- 
ating companies of the state, have been made available to this in- 
vestigation. The law requires that the classification be made in 
forty-acre tracts and the survey made has attempted not only to 
determine the amount of coal which each forty-acre tract within 
the four-mile limit contains, but also to determine which of these 
tracts might be mined first, because only a. small portion of the 
coal lands of the state are now operating. 

As a basis of valuation the royalty plan has been adopted. Data 
collected from the mines in operation throughout the state show 
that royalties are now being paid varying from 6j4c. to 75c. ; lOc, 
15c. and 25c. per ton being common. From this data it was con- 
cluded that coal land which is now being operated on the railroad 
has reached a royalty value of at least ten cents per ton, and that 
this land has come into its maximum value from the standpoint of 
operation. 

As the state law indicates that the coal lands should be assessed 
in forty-acre tracts, it is assumed that each forty-acre tract, as 
soon as it is pierced by the workings of a mine will take the 
maximum value and classification. It is assumed that land has 
relative value in the order in which the coal will probably be ex- 
tracted. For equitable purposes the land has been divided into the 
following classes: 

A. Land now operating on the railroad in forty-acre tracts actu- 
ally being worked. 

B. Land on railroad adjacent to forty-acre tracts, now operating, 
within two miles of the outcrop and one mile on each side of tracts 
being operated. 



APPRAISEMENT AND ASSESSMENT OF COAL LANDS 403 

C. Land adjacent to class B, but which lies from two to four 
miles from outcrop.. 

D. Land which is not being operated, which will require less 
than five miles of railroad, but within two miles from outcrop. 

E. Land adjacent to D, but located from two to four miles from 
outcrop. 

F. Land requiring from five to ten miles of railroad and extend- 
ing two miles back from the outcrop. 

G. Land adjacent to F, from two to four miles back from out- 
crop. 

H. Land requiring from ten to twenty miles of railroad. 
L Land requiring more than twenty miles of railroad. 

In considering the royalty value of the coal of ten cents per ton 
it has been decided to make an allowance of fifty per cent for 
contingencies in investment and mining, this to apply to all classes 
of land. It is then proposed to put all classes of land on the same 
basis of investment as that class which is now operating. To illus- 
trate, if a forty-acre tract of land is just being opened on the rail- 
road, it has reached its maximum value and, on the average, will 
probably be worked out within a period of six years. It is esti- 
mated that coal which is extracted today is worth 10c. per ton, if 
paid for daily or monthly at the rate at which it is extracted. 
Then the land if purchased, as compared with a royalty basis, is 
worth per ton the sum which if invested today, will amount to five 
cents in the average time it will take to extract the coal, with 
allowance of six per cent interest compounded annually and of 
tax deductions for the same time. 

The problem has then been to determine the present value of 
coal to be extracted in the next year, two years, five years, ten 
years, twenty years, or forty years. If the premise is correct that 
it is worth ten cents as extracted, then the coal in each class is 
estimated to be worth, for taxation purposes, the sum of money 
which, if invested at present, with interest at six per cent com- 
pounded annually, and with a tax allowance, for the average num- 
ber of years when it will come into its maximum value, plus five 
cents allowed for contingencies in investment and mining, would 
amount to ten cents per ton. Much investigation has been given 
to determine the equitable time to be allowed to each class of land 
to bring it to its maximum value. 

Conditions are very irregular and while part of the work is the 
result of careful deductions, part of it is largely the result of in- 
ference and approximation, founded on our best judgment, taking 
into account the rate of development in the past, as an indication 
of what might be the development in the future. 

It is estimated that the forty-acre tracts in class A will, on an 
average, be worked out within six years, therefore land in this 
class is worth the sum, less taxes for six years, which will amount 
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at its present compound interest, to five cents. For instance, it is 
estimated that land in class H, requiring from ten to twenty miles 
of railroad, will come into development on an average, within 
forty years and should be worth only the sum, which, when taxes 
are allowed and with interest compounded at six per cent annually, 
will amount in that time to five cents per ton. The computations 
along this line put values on the coal per ton in each class as 
follows : 



Class A 3c. per ton 

i5 . . . . ^C. 

« p 7 it n 

" D....$1.25 " '' 



Class F. . . . Ic. per ton 
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" H.... 4c. " " 

X . . • . OC 



n 



ti 



ft 



Using these processes, the value of coal lands have been com- 
puted per acre on the basis of available coal contained, considera- 
tion being given to the area of good coal only. It will be noted 
that this will place the land in class A, containing a four-foot 
seam, at $120 per acre. Certain lands in the state contain work- 
able seams which aggregate as high as thirty feet of coal. It will 
put the price on these lands to $900 per acre. The average of the 
coal seams within the state is not far from ten feet in class A. 
The method will place the average price at $300 per acre. This is 
about the maximum placed by the government. Land in class I, 
containing a ten- foot seam, the development of which is far in 
the future, is valued at only $30 per acre. The scheme changed 
the values in Carbon County; for the owned coal, from $2,826,507 
in 1917, to $9,141,047 for 1920. 

The scheme provides that as the industry develops, and the rail- 
road makes its extensions, the classes of land will automatically 
move up. The scheme further requires that each operating coin- 
pany send to the board of equalization and assessment, at the end 
of each year, a true copy of their underground workings, and de- 
ductions are made each year for the amount of coal worked out. 
As stated above, each company is charged with approximately 
sixty-five per cent extraction, in the computation of one thousand 
tons per acre- foot. In the estimate of tons of coal in the mines 
operating, it is considered that thirty per cent of the coal is taken 
out on forward workings and seventy per cent in the pulling of 
pillars. The scheme as outlined imposes a tax on protective pil- 
lars to haulage ways. In this, the Utah coal fields have a problem 
which is probably distinctive of itself, in that the outcrop is a key 
to all of the coal back of it, and it often happens that the same 
party who owns the crop does not own the land to the four-mile 
limit. Coal from back lands must be taken out through the haul- 
age roads now established or else in new ones provided. The coal 
is so far under the surface that shaft mi»^* — — "-hese back lands 
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is absolutely impossible. Some legislation is still necessary to in- 
sure to the owners of the back lands a haulage-way to the surface. 

Chairman Bailey: I should like to refer briefly to one point 
of the Professor's paper. As he has stated, all of our coal in this 
state has to be extracted through tunnels ; you cannot hoist it ; it 
is impossible. For that reason if those holding lands along the 
outcrop do not extract their coal properly, it will render it prac- 
tically impossible to get the coal out behind it. That brings in a 
big question as to how the state should handle that situation in 
order to protect future generations. The Professor is studying 
that question now, in connection with the board, so that we may 
recommend some legislation that will be absolutely fair to the 
operators and also protect the people for the future. 

The next paper will be the report of the Committee of the Na- 
tional Tax Association by R. C. Allen, of the Lake Superior Iron 
and Ore Association, chairman. This is the report of the com- 
mittee that was appointed some time ago upon this matter of mine 
taxation. 

R. C. Allen, of Ohio : Gentlemen of the conference, this com- 
mittee is a sub-committee of the main committee on Model System 
of State and Local Taxation. There are seven members, who are 
Mr. Howe of Kansas, Mr. Link of Colorado, Mr. Zander of Ari- 
zona, Mr. Arnold of California, Mr. J. Parke Channing of New 
York, Professor E. L. Bogart of the University of Illinois, and 
the speaker. I might say that the committee has reached a unan- 
imous conclusion, and that conclusion is expressed in the paper 
which I shall read. 

REPORT OF THE SPECIAL COMMITTEE ON MINES 

TAXATION 

The committee on a Model System of State and Local Taxation 
recommends for general adoption by the states three principal 
taxes, viz., a personal income tax, an advalorem tax on tangible 
property and a tax on business. Concerning the taxation of mines 
it said, " We are agreed that mines should pay, tmder whatever 
method may be adopted, a tax commensurate with that paid by 
other real estate in the same taxing jurisdiction." We feel that in 
deference to the main committee, we are bound to proceed with a 
consideration of the subject imder the limitations imposed by this 
principle. It is the principle which is embodied in tjie laws and 
constitutions of most of the states. It was approved by the special 
committee on mines taxation reporting in 1913, and we believe is 
supported by the main body of intelligent opinion in this country.^ 

^ This report should be read in connection with the Preliminary Report 
of the Committee on A Model System of State and Local Taxation. Pro- 
ceedings Eleventh National Conference, 19 1 8. 
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If, then, mines should pay to state and local governments a tax 
commensurate with that paid by other real estate, how should the 
tax on mines be imposed and collected? Our answer is, — in pre- 
cisely the same manner that taxes are imposed and collected on 
other real estate. The committee on Model System would retain 
the advalorem tax on other forms of real estate, with modernized 
administration. In our opinion the equalization of the taxes on 
mines with those on other real estate requires that no exception be 
made in the case of mines. 

This opinion is governed by a study of the economic and indus- 
trial situation prevailing in the typical mining communities of the 
country in relation to the proposed Model System of taxation. 
The populations of these communities are almost entirely depend- 
ent on the mines. In a great majority of them the value of mining 
property exceeds that of all other property. No other important 
values exist. A few mines and here and there a single mine sup- 
ports almost the entire population of the local taxing jurisdiction, 
in many cases numbering thousands of people. In many of these 
the mines are held or controlled by a single company. So long as 
the mines exist other real estate has value, but when they are ex- 
hausted, no value or only nominal value. The community itself 
shrinks and not uncommonly vanishes with the exhaustion of the 
mines. In these jurisdictions the mines must pay most of the 
taxes, it matters not under what system they are levied. On the 
Mesabi range of Minnesota the iron mines paid in 1919 an ad- 
valorem tax amounting to 92.643 per cent of the whole tax levy,^ 
and in Michigan in the same year, 74.51 per cent of the taxes levied 
in the twenty-nine local jurisdictions in which they are located. 
The same relationships exist in the Michigan copper country and 
are typical of many of the other important mining centers of the 
country. 

Now, if, in the Model System, the advalorem tax on mines is 
abandoned, in favor of a tax on income or product, the local com- 
munity will lose control of its main source of revenue and in lieu 
of the advalorem tax, it will receive such portion of the tax on in- 
come or product as may be prorated to it by the state, and this 
portion will be an annually fluctuating sum, large in periods of 
flush production, small in periods when the mines are operating at 
part capacity and nothing at all when the mines are closed. The 
tax paid by the mines would bear no relation to revenue require- 
ments. Therefore, in periods of idleness or low production, or 
low income, the main burden of the taxes would fall on other prop- 
erty, for the income of the community itself depends on the opera- 

2 In this state mines are assessed for taxation at 50 per cent of cash value, 
urban property at 40 per cent and rural property at ssl/^ per cent 
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tion of the mines and it follows that the personal income tax would 
fail with the mines tax.^ The effect would be that the tax rate on 
other property would be controlled largely .by the amount of the 
mines tax and personal income tax and would fluctuate upward and 
downward inversely with the productivity of these taxes. In cer- 
tain periods the tax rate on property, not including mines, would 
be too great to be withstood and in others it is conceivable that no 
tax would need to be levied on such property. Certainly there 
could be no current equalization of the taxes on mines and other 
real estate and of course, therefore, none in the long run, for a 
moment's thought is sufficient to reveal not only the political diffi- 
culties in the way of frequent revisions of the tax rate on the in- 
come or product of the mines but also the variables in the equation 
which in themselves would defeat a fair solution of the problem. 

II 

It should not be forgotten, in discussions of mines taxation, that 
the interests of the local taxing jurisdictions are paramoimt in any 
system of taxation devised for the American state. The bulk of 
the public expenditures is not made by the state or by the state 
and counties combined, but by the cities, villages, townships, school 
districts, and local jurisdictions of other descriptions. The tax on 
property has been the mainstay of the local community, it would be 
under the proposed Model System. Whatever may be the merits 
of the taxes based on the production or on the income of mines, 
from the viewpoints of the state and the mine owner, they are ill 
adapted to the requirements of the local communities. The neces- 
sary control of the rates of such taxes by the state deprives the 
local mining jurisdiction of control over its own finances to an 
embarrassing degree and imposes on it a tax system which would 
starve the treasury in some periods and flush it in others. Those 
who are familiar with local finances and local politicians will hesi- 
tate to pronounce which is the greater evil, an empty treasury or a 
great surplus. 

The property tax is the elastic element in the Model System; if 
mines are excluded from its provisions the elastic element will 
practically disappear in the typical mining jurisdictions, where 
the value of the mines comprehends from fifty to ninety-five per 
cent of the value of all property. 

Ill 

We believe that mines should be taxed for revenue only and 
condemn the super-taxation of mines on the one hand, and on the 
other, exemption or imder-taxation. A classification of real estate 

3 It is assumed that under any system of proration of the personal income 
tax by the state the local jurisdiction would not receive at the most more 
than the sum originating within it. 
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for taxation opens the door to exploitation of the numerically 
weaker elements in the population by the dominant elements. 
Witness Minnesota. In this state, agriculture is predominant. 
Under the constitutional amendment of 1907, the legislature de- 
creed that real estate should be assessed for taxation as follows: 

Rural lands and farms 33/4% of cash value. 

Urban property 40% " ** " 



Mining property $0% 



'O 
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Why the legislature stopped at 3354 per cent on' rural lands and 
farms is not apparent to us; nor do we find any reason why city 
property and mines should pay more taxes in proportion to value 
than rural property. On two occasions since 1907, the mines 
escaped additional super-taxation in the form of a production tax 
through the action of the Governor in interposing his veto. The 
developments in Minnesota should be carefully pondered by those 
who would give into the hands of state legislatures the power of 
classification of real estate for taxation through constitutional 
amendment. The prevailing constitutional rule of uniformity, so 
far as it applies to real estate, is a wholesome restraint on the mis- 
use of legislative power by a dominant element or class, and in our 
opinion it should be carefully guarded in all proposed amendments 
which purpose only the exclusion of intangible and personal prop- 
erty from the application of this rule. 

On the other hand, it appears that in certain of the states, where 
the mining element of the poulation is relatively much stronger 
numerically and politically than in Minnesota, legislative devices 
have been found to ease the tax burden on mines at the expense of 
other property. The root of the trouble in these states, as in 
Minnesota, is not to be ascribed entirely to human selfishness. 
Under the tax systems prevailing today in nearly all of the states, 
the burden falls with crushing weight on real estate and other 
visible property, mainly on real estate. It is partly because real 
estate is over-taxed nearly everywhere that we find the owners of 
it arrayed class against class, as in Minnesota. This is one of the 
social results of the failure of the general property tax to spread 
the burden fairly and equitably. It is the outstanding merit of the 
Model System that all able-to-pay elements of the population will 
be reached and fairly taxed. 

IV 

Not including the students of taxation as such, the critics of the 
taxation of mines tmder the advalorem system at the same level as 
other real estate may be divided into two classes, viz.; those who 
believe the yield is relatively too low and those who believe it is 
relatively too high. There are, of course, various shades of opin- 
ion in both classes. In the first class are at one extreme the pro- 
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ponents of public ownership of mineral wealth and at the other 
those, who, adhering to the institution of private property in min- 
erals, would assert a public equity in mineral deposits beyond that 
which is satisfied by taxation for revenue only. In the second 
school are included those whose contact with mining has impressed 
them with its financial hazards and uncertainties. They believe 
that mines should be set apart from other property, for taxation at 
a lower level and that prospects and idle mines should not be taxed 
at all, with the end in view of encouraging investment in mining 
enterprises, particularly new enterprises on which depends the 
maintenance of mineral production. We find that here one of 
these schools and there another has influenced the action of state 
legislatures or furnished an issue for political campaigns. 

This committee harbors no distinction in theory between the 
various forms of property for taxation. We would depart from 
the rule of uniformity so far as considerations of expediency and 
practicality, based on experience, demand. The exemption of in- 
visible and intangible property in the Model System, while main- 
taining the tax on other property, is a concession to human weak- 
ness, insurmoimtable administrative as well as economic difficulties 
and other difficulties attaching to the political organization of a 
federal government. But there are no such insurmountable ob- 
stacles in the way of taxing mines as other real estate is taxed, 
and we therefore believe that the rule of uniformity should govern. 
Subsidies on the one hand and penalties on the other, administered 
to industry through the device of taxing, are a dangerous perver- 
sion of the taxing power of the state. It is opposed to inter-state 
comity in taxation, fostered in the provisions of the Model System, 
and introduces an unnatural disturbing element in the economics 
of the internal commerce and development of the country. 



This discussion has proceeded on the assumption that mines and 
other real estate will be subject to both state and local taxation. 
It is not conceivable that the local jurisdiction can dispense with 
the tax on mines, for, as we have pointed out, the mines constitute 
the bulk of the taxable values and furnish directly and indirectly 
the support of the great majority of the people in the typical min- 
ing jurisdiction. Should the state abandon the property tax, the 
principle of the equalization of the tax on mines with that on other 
real estate, laid down by the committee on Model System, would 
require that it also abandon the tax on mines. 

It has been argued in certain state legislatures and in political 
campaigns in some states, that the property tax on mines should 
inure to the local jurisdictions only, the state levying its tax on 
product or income. It may be observed that this plan has found 
support in some instances among those who desire super-taxation 
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of mines, and in others among those who seek to ease the burden 
on mines at the expense of other property. It has also been sup- 
ported by those who would abandon the property tax entirely for 
state purposes. Whatever the viewpoint from which this dual tax 
is supported, the plan is opposed, if not by design, certainly in its 
results, to the equalization of taxes on mines with those on other 
real estate, and is therefore not commended. A second not less 
important reason for opposing this dual system is that the interest 
of the state in an equitable administration of the advalorem tax on 
mines depends, obviously, largely on its participation in the revenue. 

VI 

We believe that advalorem taxation of mines by state and local 
jurisdictions, under direct administration of a state tax commission 
or tax commissioner, is a thoroughly practical method of taxing 
mineral wealth. We are not unmindful of the difficulties besetting 
the administration of such a tax. If the assessments are made by 
township, city, and village assessors, it cannot be operated satisfac- 
torily. But the Model System contemplates a state tax commission 
or tax commissioner in every state, with power of original assess- 
ment of certain property and presumably with power to maintain 
such expert assistance as may be necessary. Such a centralized 
administration is indispensable for a satisfactory administration of 
the advalorem tax on mines. What has already been done under 
centralized administration in Michigan, Wisconsin, Minnesota, and 
Arizona, can be done in other states.. We believe that those who 
ascribe the success of the system in these states to the character of 
the mines more than to central administrative control are misin- 
formed. Every problem of assessment and administration that 
could conceivably arise anywhere occurs in principle in the appli- 
cation of the system in these states. They have all been satisfac- 
torily met. 

It is true that the appraisal of mining property, particularly cer- 
tain types of mines and partially developed mineral deposits, is 
impossible for the unskilled assessor and not easy for the trained 
expert. But the difficulties in these states have been overcome by 
systematic investigations and study, carried on from year to year. 
In Minnesota there is a liaison between the tax commission and 
the School of Mines, in Wisconsin and Michigan between the tax 
commission and the Geological Survey. Into the hands of these 
experts is given complete operating records of the mines, mine 
maps and all other data in the hands of the mine operators. All 
of this is supplemented by examinations on the ground and friendly 
cooperation of the operators. Every consideration and evidence 
affecting values is explored and weighed. Confidence and good 
will govern the relations of the state officials and the operators. 

Approved methods of determining mining values for taxation 
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should not differ in principle from those used in ordinary commer- 
cial transactions, for whatever a property is worth commercially, it 
should also be worth for taxation. We are using the term mine in 
a broad sense, to include not only mines as they are commonly 
thought of, but also oil and gas wells, all non-metallic minerals 
such as limestone, salt, gypsum, clay, etc., in short all mineral 
bodies which are valuable, irrespective of whether they are quar- 
ried, pumped or mined, and of course the existing appurtenances 
for exploiting them. The method of valuation for taxation will, 
of course, vary in detail with the character of the properties and 
perhaps also with the means at the disposal of the tax commission 
or tax commissioner, but the value sought should be the amount 
which the mine should command, in the event of sale at the time 
of assessment. This is the ordinary rule governing the assessment 
of other real estate. In this connection we may add that prescrip- 
tion by state legislatures of formulae for the valuation of mines is 
a usurpation of an important function of the tax commission or 
tax commissioner and in its results is opposed to the principle of 
equalization of the taxes on mines and other real estate.. A" study 
of the mines in any state will suggest to a competent tax commis- 
sion or tax commissioner practical and equitable methods of valu- 
ing them for taxation. 

It is characteristic of mining property that its value fluctuates 
from year to year, in many types in startling suddenness and 
amount. We contemplate such administration as will maintain 
contact with current developments. 

A common objection to the advalorem tax is that idle mines 
will be taxed. In our opinion they ought to be taxed if they are 
valuable. There is no more reason why idle mines should be re- 
lieved of taxes than non-productive property generally should be. 
If a mine is idle there is, in the ordinary case, a reason for it, of a 
nature to depress the value far below what it would be were the 
property in operation, but so long as the mine has sale value, that 
value should be the measure of its relative tax, so long as other 
real estate is similarly treated. 

Neither are we impressed with the of ten- voiced opinion that ad- 
valorem taxation for revenue only, at the same level as other real 
estate, restrains to a too serious exteiit the development of ore re- 
serves in advance of current requirements and discourages ex- 
ploration for and development of new mines. Mining development 
in Arizona has not been perceptibly repressed by the advalorem 
tax. In Michigan, Wisconsin and Minnesota the reserves of iron 
ore, now estimated at about 2,000,000,000 tons, or a thirty years' 
supply at the present rate of shipment, have been built up by ex- 
ploration, despite this tax. After all, the tax is merely an element 
of cost and will be reckoned with precisely as other costs are. 
The miner naturally will conduct his operations at the lowest pos- 
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sible cost but if he neglects to develop his reserves in advance of 
the needs of the moment, his ultimate loss is boimd to exceed many 
fold the saving in taxes. The experience in Michigan, Minnesota 
and Arizona warrants the dismissal of this objection. 

It is often urged in favor of a tax on income or product that ore 
in the ground is taxed (under the advalorem system) year after 
year until it is mined and sold so that the heaviest tax is paid by 
the mineral of least present value or that which is last mined. Of 
course, there is no pyramiding of the taxes on unmined mineral as 
an actual fact of accoimting and financing. Obviously, all charges, 
in excess of or in advance of income, are capitalized and taxes are 
no exception. Taxes, like operating costs, are chargeable against 
the income of the year and are so disposed of as a practical matter. 
It is true, of course, that taxes on idle mines may, in certain cases, 
amount to a formidable deferred charge against the unmined min- 
eral, but in this we find no reason for the exemption of idle mines 
from taxation so long as other non-productive property must be 
taxed. The income tax, the specific tax on product and the gross 
receipts tax would, of course, relieve the idle mines. From the 
standpoint of the taxpayer, and from the administrative standpoint 
as well, the income tax is to be preferred to an advalorem tax ; the 
taxpayer would doubtless prefer even the tax on production or 
gross receipts, if the rates are nominal and such taxes are ad- 
mittedly easy to administer. But, as we have said, taxes such as 
these are not adapted to the local jurisdictions and are opposed, as 
a practical matter, to the principle of equalization of the taxes on 
mines and other real estate. 

Summarizing the recommendations, your committee approves the 
principle of equalization of taxation of mines and other real estate, 
opposes the classification of real estate (including mines) for taxa- 
tion at different levels, or by different methods, and advises the 
inclusion of the advalorem system of mines taxation, under cen- 
tralized state authority and control, in the Model System of State 
and Local Taxation. 
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President Haugen takes the chair. 

President Haugen: Mr. Brereton, you have Mr. Armitage*s 
paper ? 

Page M. Brereton, of Colorado: This paper by Mr. Armitage 
is entitled " Income as a Factor in Mine Taxation ".. It would 
take a long time to read the paper, and I have endeavored to pre- 
sent such parts as seem to be absolutely necessary. I fear that in 
cutting out so much of the paper, it may have somewhat suffered, 
and I trust that those who are interested in the subject will read 
the paper in its entirety when it is published. 

INCOME AS A FACTOR IN MINE TAXATION 

PAUL ARMITAGE 
New York 

Certain Principles May be Stated as Premises 

(A) Point of Approach : Scientific taxation, like a good defi- 
nition, should be both inclusive and exclusive. It should include 
all property once-^yet exclude double counting or double taxation. 

(B) Basis of Taxation: All systems of taxation, like struc- 
tures, require a point of support. This may be broad or narrow. 
Mechanics teaches that the broader the support, the more stable the 
edifice. This truth is universal and embraces systems of taxation. 

There are two viewpoints of mine taxation : ( 1 ) As a tax in rem, 
or (2) as a tax in personam. 

(1) As a levy on the rem, it may be treated as the taxation of 
a segregated piece of property, dissociated from its ownership. We 
shall refer to this as the tax in rem. 

(2) As a levy on the person or owner, the problem is one of 
taxing the particular industry or business, and all its circumstances 
and history must be taken into consideration. 

These two points of view are constantly confused in discussions 
on the subject. 

(C) Ultimate Factor: A searching analysis brings into relief 
the truth that the ultimate factor in mine taxation is income, using 
that term in its broadest sense. The ad valorem, production, ton- 
nage, gross or net return basis, or a combination of these, all re- 
quire, in the end, a determination of income, past, present or future. 

(D) Income: Ergo, the clarification of the concept income, is 
of prime importance. In its primary significance, income means 
everything that comes in — all that is received, be it money, capital, 
interest, gifts or any articles of use. It is a flow of services or 
uses. Its antonym is outgo or disservices. The two make up the 
income account of uses and services received and disservices ren- 
dered. 
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(E) Time Element: But a flow implies time. An inexpurg- 
able element of the concept is a period during which the flow 
occurs. Income is therefore what mathematicians call a quantity 
of two dimensions — amount and time. Like the flow of water 
through a pipe, it can only be measured as a product of quantity 
per unit of time multiplied by the given period — A X T. A corol- 
lary of this is that all income tax laws must specify the taxable 
period. For example, under the federal income tax the period is 
the calendar or fiscal year. AH accoimting likewise postulates a 
definite period — the so-called fiscal year. 

(F) Conversion into Money Value: Of course, in order to 
sum the items of income (services), they must be reduced to a 
common denominator. We cannot add money to coupons, to shares 
of stock. All the items must first be translated into their value, in 
terms of a common unit, i. e. money. We have, therefore, an 
antithesis between income as services or product, and income value, 
the first being measured in appropriate units, as bushels of wheat, 
tons of ore, pounds of copper or of gold, the other being measured 
in money units or dollars. 

In all taxation, the first is converted into the second, but the 
relation between the two is not stable, it constantly varies. The 
instability of prices and of the dollar's purchasing power, are illus- 
trations, and so an important problem is to fix the time at which 
the conversion is to be made. Is it the value at' the time the ser- 
vices are recovered, or at the beginning of the taxable period, or 
at some arbitrary point of time, as March 1, 1913. Thus it is that 
in usual business parlance, income is converted into ** money in- 
come ". Thus, conversion from services into money value must 
be accomplished, in order to levy any tax on the entire income. 

(G) Net Income: But this broad use of the word income is not 
the one generally adopted, either in commerce, business or taxa- 
tion. What is meant is net income, i. e. the excess of the flow of 
services or uses over the flow of disservices during the period. 

This introduces many more complexities with which the subject 
is beset. It is seen at once that any attempt to fix the period of 
time as less than the entire life of the operation produces a fictitious 
income. The failure by our legislators and tax gatherers to recog- 
nize this, is the cause of many grotesque results of the income and 
excess profits tax laws. 

This concept of net income compels an analysis of the income 
account, so as to eliminate therefrom, not only all elements of 
outgo during the fiscal period, but those that represent outgo dur- 
ing a past and possible outgo during a future period. From this 
arises in income taxation the familiar problems of depreciation, de- 
pletion, invested capital, inventories, costs of development, etc. 

Carrying forward these principles, let us ascertain in what way 
the determination of income is important in the various forms de- 
vised for the taxation of mines. 
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Mine taxation systems naturally classify into: — 

(A) Ad valorem, or a general property tax; and 

(B) Income, using that term either in the primary or limited 
sense or a mixture of both. Either class may or may not be given 
narrow or broad base. 

(A) Ad valorem systems require the valuation of the mine or 
the capital of the enterprise at an instant of time. 

Government necessities require periodic income — generally fixed 
at the year — and this compels a time point when the taxable status 
of the property is fixed. This point may be before, during or after 
the government's taxable period. Xt may be real or fictitious. For 
example, it may be a real date in the past, as March 1, 1913, Jan- 
uary 1, 1914 — familiar dates in the federal income tax — or it may 
be at the commencement of the taxable calendar ye^r, a fictitious 
date, arrived at by averaging the value or capital over a period of 
time, as in many forms of the capital stock taxes. 

We have said the basis of advalorem taxation of mines may be 
broad or narrow. It is narrow when in the valuation of the mine 
or the enterprise, the assessors limit the data taken into considera- 
tion to a short period before and after the fixed time point. It is 
broad when they weigh the entire history of the mine or enter- 
prise, including the future prospects. 

It is for this reason that the Findlay ot annuity method of valu- 
ing mines (where sufficient data are available) is satisfactory and 
reliable. 

That method requires a complete survey of the mine's perform- 
ance, past, present and future. It strives to place the valuing en- 
gineer in the position of the biographer, writing the mine's history 
in the language of value. It endeavors to visualize, in both pros- 
pect and retrospect, the entire life and to form from this an esti- 
mate of value focused on the point of time prescribed. Its base of 
support is the broadest the available data permit. 

Most criticisms of the method are beside the point. They are 
leveled at its application, where data are unavailable or insufficient. 

Of course we require premises to reason. The more accurate 
our premises, the sounder our conclusions. A margin of error 
exists in all premises, yet this does not vitiate the conclusions. It 
only reduces their probability. 

The attempt to value mines by particular sales is wholly illusory. 
Mines are not sold at sufficiently frequent intervals. To value a 
mine in 1920 on a sale in 1916 is futile. Furthermore, the partic- 
ular price that a particular person may pay for a property at a 
given time is uncertain evidence of the real value. Numerous 
personal considerations on both sides may deflect the price one 
way or another. What is determined in taxation is not the value 
of the property to A or B, but its true value, relative to other 
property in the community. 
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Sales of part interest in mining enterprises, such as sales of 
stocks on stock exchanges, is no criterion of the value of the par- 
ticular mine. It is not a sale of the mine at all. It is a sale of an 
interest in the enterprise which may include many widely different 
mines, as well as other property. The attempt to use it as evidence 
of the value of a mine, is an illustration of confusing the two view- 
points of a tax in rem and a tax in personam. Again, the specu- 
lative factor in the market distorts the price. The general trend 
of the entire stock market enters into the price. 

Moreover, the price paid for a small part of the stock of a cor- 
poration is deceptive, if used to value the whole. It may be far 
too little. A man will not ordinarily pay as great a pro-rata rate 
for a small interest as for the control. Conversely, it may be far 
too much, as when that particular block of shares is needed to give 
control. The courts have frequently condemned resort to the stock 
sales as evidence of value. 

By resorting to particular sales, limited in number and distant 
in time, we offend the principle that the base of the tax should be 
broad, not narrow. 

The other method of valuation by opinion of experts is sound, if 
the opinion rests on a rational basis ; as a statement of the conclu- 
sion reached by the application to the facts, of an intelligent for- 
mula. Such opinion is another way of employing the formula. 
But to say that an engineer or geologist can look over a mine and, 
without any knowledge of past performance or any estimate of 
future prospect or life, or their reduction to present worth, attempt 
to value the mine, is absurd. An astronomer might as well attempt 
to fix the moon's distance by gazing on it at moonrise. 

The tax committee of the American Institute of Mining and 
Metallurgical Engineers, appointed at the request of the United 
States Internal Revenue Department to assist in the framing of 
regulations for taxation, after days of discussion, adopted the fol- 
lowing resolution: 

" A proper value of a mining property is the present value 
of the prospective net earnings, taking into account probable 
variations in output and value, discounted by recognized sink- 
ing fund methods at a fair rate of interest, with sinking fimd 
at 4% interest, or by calculations by standard annuity methods." 

The resort to the royalty method is another resort to the income 
to determine value. The defect is that it over-emphasizes one ele- 
ment of the income, i. e. the royalty to the owner. 

Our conclusion from this must be that an intelligent method of 
mine valuation rests on an estimate of its income, derived from the 
complete survey of its life. 

In valuing the rem — the mine itself, dissociated from its owner- 
ship — its value is the estimated and expected net income, dis- 
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counted to the time in question that is determinative. We must 
value it from the viewpoint of an idealized average purchaser and 
ignore the adventitious elements attractive to the present owner- 
ship. What could such a one afford to pay for it, making an en- 
tire survey of the past, present and future performance. 

If the levy is to be made in personam, then the entire history of 
the particular enterprise must be taken into account — what was 
paid for the various properties — what was spent on it, cost of plant, 
etc. and past receipts. 

But the net income in each case, hence the value, is quite differ- 
ent. An illustration will make this clear. The X company pur- 
chased for $1,000,000 a mine containing one million units, with a 
life of ten years. If we lay the tax in personam, there would only 
be a net income provided the operating profits exceeded one dollar 
per unit mined. If contrariwise we tax the res, a value exists if 
there be operating profits. There are certain peculiarities in apply- 
ing this form of taxation t6 mines, not inherent in the taxation of 
other property. 

(1) The difficulty in determining the future income, reduced to 
terms of value. 

(2) The fact that the value necessarily fluctuates from period to 
period. If no new deposits are opened, the value decreases.. If on 
development, the reserves are increased over the estimate, the value 
is increased. Hence, unlike real property, mines require a de novo 
appraisement at every taxable period. In the former case, the 
mines would pay less taxes each year, although ex hypothesi, the 
net income or ability to pay, remain constant. Unless the rate 
applied to mines were changed, this would gradually shift the bur- 
den of taxes to other property. But the point that interests us 
here is that any scientific property tax on mines rests on the 
accurate estimate of net income. 

We may, therefore, turn to the second class of mine taxation 
systems, i. e. those based on (B) Taxation of Income. These fall 
broadly into three subdivisions, according as they are based on 
(1) gross income or production, (2) net income, or (3) mixture 
of the ^ross and net income. 

(1) Taxes based on tonnage or gross production or income are 
generally discredited. They have no rational foundation. They 
ignore costs. A mine making no profits is taxed equally with one 
having the same production and large profits. Such taxes are 
neither levied on capital or income. They vacillate from one to the 
other, varying with the profitableness of the enterprise, or mine, 
taxing capital one year and income another and still again both 
capital and income in a third year. The taxes vary among different 
mines of the same class. 

This system ignores the principle of ability to bear or equality 
of sacrifice. It does not rest on any intelligent principle of taxa- 
27 
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tion. Its basis is a purely adventitious circumstance, i. e. the gross 
units mined. Like all taxes levied on artificial bases, it produces 
all kinds of inequalities and injustices and, unless this tax is sc 
small as to be negligible, ends in defeating itself. 

NET INCOME 

(2) We have seen that the net income is the ultimate factor 
that must be determined in all rational systems of mine taxation. 
Whether the tax be one imposed on the net income for a particular 
period, or be a property tax based on a valuation of the future 
stream of net inconle discounted to a specified time, it requires the 
finding of this factor. 

Net income is a remainder, found by subtracting from a minuend 
(gross income), a subtrahend (the sum of certain deductions). 
Both factors present peculia.r difficulties. 

First — what shall we include in gross income ? All receipts ? 
Shall we make no distinction between receipts of capital and of 
income? If it be answered *'yes", leaving capital items to be 
taken care of in the deductions, still the difficulty is only shifted. 

Again, is the gross income to be confined to money receipts, or 
does it include all sources to be added ? Has a mine that produces 
100,000 tons of valuable ore, but has sold none, no income ? Sup- 
pose it has exchanged this ore for services of miners or for prop- 
erty, what then? Has a mine whose ore has appreciated in value, 
by reason of a rise in price, an income? To answer these ques- 
tions, receipts must be translated into terms of value and then 
certain assumptions made. 

For simplicity, we may treat all receipts of money, goods, ser- 
vices or uses during the period — reduced to money value — as gross 
income for that period. All mere conversions of assets from one 
form to another, without exchange, and mere appreciation in value 
may be disregarded. 

From the gross income so determined, we must deduct all outgo 
during the time period, of money, goods, services or uses reduced 
to money value. If the time period is broad and embraces the life 
of the mine or enterprise, the difficulties are much lessened., 

By bringing the several payments, either by accumulating the 
past items or discotmting the estimated future ones, to a fixed point 
of time, we arrive at the net profits. This is a method of equated 
payments. 

These net profits are a fair measure of the mine's ability to pay 
taxes and may properly be made the base of taxes. A tax could 
be imposed on them once for all, and thereafter the mine be freed 
from taxation, unless it was shown to have materially increased 
its ore reserves; or those net profits may be capitalized into a 
property value and a periodic tax laid thereon. 

But difficult questions still remain. For example, what past 
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outgo shall be allowed? All those items that have been actually 
made, or only those which should have been made? Suppose the 
present owner has ill-advisedly expended large sums in purchasing 
the property, or in useless development, or unnecessary plant, or 
adjacent claims; are such to be deducted? The only answer that 
can be made is to determine on what principle the tax is to be 
laid : in rem or in personam. If the former, such items should be 
discarded. If the latter, the items should be included. 

The federal tax law (Income and Excess Profits) purports to be 
a levy in personam. Yet it constantly confuses the two aspects, 
For example, it affords the owner, who has acquired a mine after 
March 1, 1913, the full amount paid, even though in excess of 
value (as a depletion basis), yet denies it to the purchaser before 
March 1, 1913. 

Likewise in determining profits on sales of assets, has X, who 
has paid $100,000 for property on February 1, 1912, which has 
shrunk in value to $50,000 on March 1, 1913, made $50,000 in 
profits when he sells it for $100,000 in 1919 ? 

But when we attempt to determine net income, for a lesser 
period than the entire life, the problems multiply, of course. The 
investigation cannot strictly be limited to the lesser period. This 
cannot be emphasized too much. In justice both to the taxpayer 
and to the taxing body, both sides of the income accotmt must be 
analyzed. 

The attitude of the taxpayer and taxing ofiicial fluctuates on 
this. On items coming in, the government official is inclined to 
include everything within income — in other words, he leans to the 
primary use of the word. Contrariwise, on items of outgo, he 
adopts the narrow use of the word income, analyzes every item 
and sharply distinguishes between capital so called and deferred 
outlays and those chargeable to current earnings. The taxpayer's 
viewpoint is just the reverse. 

At first it would seem that all capital items, with income and 
outgo made during the period, must be excluded, but the deter- 
mination of what is a capital item is not easy, and even when de- 
termined, it cannot be entirely excluded, as mines are wasting 
assets of a limited life. All major and capital items must be got 
back during that life and if, for tax purposes, it be required to 
spread the income ratably over years of this life, these capital ex- 
penses must be likewise spread. In accounting parlance, they be- 
come deferred charges. The part thereof allocated to the partic- 
ular period must be deducted from the gross income of that 
period. 

This principle compels both a spreading of capital disbursements 
(proper or actual) made in prior periods and those to be made in 
future periods. 

The conclusion to be drawn is that the net or true income of a 
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mine property, for any particular period, can be determined only 
with a full knowledge both of past income and expenditures 
(reasonable or acttuil)*^ and of future income and expenditures. 
So we see again that the principle that taxation, to be just, must 
have a broad base of support, compels an examination of the data 
over the widest range available. 

It might be well to see what jEurther deductions are to be made. 
If it be true that the net income of a mining property for any 
particular period cannot be determined without full information of 
past and future expenditures, it follows that it is only possible to 
make an accurate determination when the mine is ended. Any 
other must include' an estimated and uncertain factor, to wit: 
future income and expenditures, and this, according as it is more 
or less certain, affects the inferences. 

But even if we knew, or could estimate with accuracy, the future 
income and expenditures, an attempt to fix the net income for any 
particular period less than the life of the mine can hardly be done. 
How shall the income which does not come in evenly be spread? 
Shall we adopt the rule of the federal government and include in 
the period all income actually received, or shall the principle of 
the annuity method of valuing mines be used — ^that is, to treat the 
income as an annuity paid annually in equal instalments? If this 
be determined, the question of expenditures still remains. Shall 
the expenditures, no matter of what kind, be all charged to the 
period when made, or shall they be spread over the life of the 
enterprise, or shall the proportionate share in each year be treated 
as a function of the gross income for that year ? 

On all these difficult questions there is no unanimity of opinion 
among the experts nor is there any tmanimity of practice among 
taxing officials. For the purpose of valuing mines for depletion 
purposes, the annuity principle is rigorously applied for the gov- 
ernment, yet inconsistently it treats all receipts as taxable income 
during the period in question. The enterprise is required to obtain 
a return of certain capital expenditures in equal instalments over 
the years, irrespective of whether there are sufficient profits for 
that purpose in all those years.. 

Such, for example, are the rules laid down by the government 
for the return of the capital invested in the plant or smelter of a 
mine. Quite otherwise it is the rule adopted for depletion, which 
is determined by the so-called annuity method and fluctuates from 
year to year as production (not as profits) fluctuate. 

CONCLUSIONS 

(1) The final and determinative factor in all mine taxation is 
the income received, and in using this for mine taxation the prin- 

* We have used the words reasonable or actual to denote the two view- 
points of taxation in rem or in personam. 
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ciple that the base of all systems must be broad not narrow, re- 
quires that the entire income, past, present and future, be taken 
into consideration. 

This means that the taxing authorities must not only search the 
past records and history, but must look into the future and form 
as accurate an estimate as possible of what that will produce. Thi? 
latter cannot be avoided because of its difficulty or because of th^ 
uncertainty of the estimates. 

(2) Having arrived at the gross income, the next question that 
must be determined is, whether or not the levy is to be paid upon 
the mine as a separate piece of property, or as a levy upon the 
person of the owner. This should be decided clearly and stated in 
any tax law. To have this clearly expressed, would greatly sim- 
plify the levy of the tax. 

(3) Having determined this, the next question is whether the 
tax shall be upon all of the income accumulated or discounted to a 
certain point, in other words, the value of the mine, or whether it 
shall be upon the income of a definite limited period. In the for- 
mer case we have ad valorem taxation and in the latter, income 
taxation. If the former plan is adopted, it will require a con- 
tinual readjustment of the value yearly, so that it accords with the 
facts shown by subsequent development. If the latter alternative 
be adopted and the tax laid on the income of a period, then it 
must be clearly recognized that this is a fictitious or average in- 
come, not real, and can only be made to accord with the true in- 
come by taking into account all the life history of the mine as far 
as it may be known, in relation to the past, and as far as it may 
be estimated in the future. 

(4) Having recognized this fact, it should clearly be set out 
just how and under what rules the income of the mine should be 
spread over the period in question and likewise how the various 
items of outgo and expense should be allocated to the period. 

William Bailey resumed the chair. 

Chairman Bailey: Are there any who have questions to ask? 

Samuel Lord, of Minnesota: I should like to inquire of the 
committee presenting this report, whether there is any resolution 
offered to the Association for adoption at this time. 

Mr. Allen: The committee offers no resolution; it offers this 
report. 

Harry P. Sneed, of Louisiana : In connection with the paper 
on the net income of mines as a factor in the valuation, that would 
imply capitalization of net income, and I should like to ask of the 
gentleman who read the paper, if the paper shows the rate of capi- 
talization to be used. 
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Mr. Brereton: I regret to say that I cannot answer that ques- 
tion. I merely read the paper in the absence of Mr. Armitage. 

Mr. Sneed : I was wondering if, in glancing over the paper in a 
preliminary way, you found that in there ? 

Mr. Brereton : I don't believe I found anything that would be 
helpful in that connection. I hope you will examine the paper 
more fully. I may be in error in that respect. 

C. M. Zander, of Arizona : I don't care to take any time. We 
are crowded for time. 

Chairman Bailey (interrupting) : This is Mr. Zander from 
Arizona, whom you have heard me talk so much about during the 
last three days. Mr. Zander has been delayed in getting here, on 
accotmt of train connections, and the chair desires to suggest to 
Mr. Zander that he talk on whatever he sees fit, either on taxes 
on live stock, or anything else. Mr. Zander, come up here and 
talk to us. 

Mr. Zander: Mr. Chairman and members of the conference, I 
am a member of the committee on mine taxation and take rather 
an opposite view to that expressed in this paper which has been 
read. I personally, and the tax commission of my state, and I 
thought that it would be well to have some discussion of the sub- 
ject, because the class of property that mines represent is probably 
as large as any, excepting farm lands, in the United States. Agri- 
culture and mining are the two principal underlying sources of 
wealth in this country or in any country. I cannot find myself in 
sympathy with any tax based upon income per se, in any form, 
because, as has been laid down in the report of the committee, it is 
impossible to equalize a tax on income with a tax on other classes 
of real estate, unless you assess other real estate on the basis of 
income, and if you do assess other real estate on the basis of in- 
come you still have the same difficulty in assessing mines on the 
basis of income, namely, that you have your difficulty in making an 
equalization, as has been stated in the paper of Mr. Armitage. 

Income is that which is left, after all expenses are taken out. 
There is just one difficulty in assessing a mine over that of assess- 
ing any other class of real estate, and that is the question of the 
life of the property, and tkat is the question raised by all advo- 
cates of taxation on income, as being absolutely insurmountable for 
any assessor to determine, and consequently to take into the calcu- 
ation. It is true that all advocates of an advalorem tax on mines 
admit that it is impossible to determine exactly the life of the mine ; 
it cannot be done ; not even in a porphyry mine, where the ground 
has been drilled to its farthest extremities, and the results of the 
extraction show, within a few fractions of a per cent, that the cal- 
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culations made upon the drill are safe; even then you cannot de- 
termine the Hfe of that property, because they may succeed in 
discovering a further extension of the ore body, comprising mer- 
chantable ore. The advance in the art in the last ten or fifteen 
5'ears has taught the industry that the change in methods, treat- 
ments, methods of extraction, improvements in handling the prop- 
erty in every department, may advance its life over one hundred 
per cent. 

When they started to mine porphyries in Arizona, it was not 
supposed that they could mine much less than two per cent at a 
profit. They are mining now at less than one and one-half, and are 
making calculations on a drift of one per cent ore. Every time 
they cut down the fraction of the per cent they can mine, they in- 
crease the ote reserve many millions; and if they do succeed in 
mining copper containing one per cent ore, the reserve in Arizona 
will be increased by the billion, so you must take into consideration 
the life of the property in order to determine what your real net is. 
You must return your capital invested, take it out of your oper- 
ating income, before you have a real income. If you take that 
out, you must make a calculation, and every one in the industry 
makes that calculation, and the controversies between the mining 
industry and the federal income department are today over the 
question or the principle of depletion. To make that point clear, 
if you don't take into consideration the depletion of the mine, or 
don't return part of the operating income to replace the capital 
invested, then you are using a net upon the mine that is false, 
whereas upon real estate, before you consider that you have a net, 
you always take care of a reproductive of value of that real estate 
to keep it in perpetuity at its normal earning power; there you 
have your discrepancy. 

A piece of real estate earning $1,000,000, might be assessed for 
$10,000,000, and a mine earning $1,000 be assessed at $10,000,000. 
The real estate may be worth $10,000,000 and the mine not worth 
a cent. In other words, if you take care of the wasting asset of 
the mine, the assessed valuation would probably not be over 
$5,000,000; consequently you must take into consideration the 
wasting asset, whether you assess upon advalorem or income basis, 
in order to make equalization between that and other classes of 
real estate. That question of wasting assets is the only difficulty. 
It is the boulder which all advocates of the income tax declare 
emphatically and repeatedly can never be blasted, and it is the evil 
charm that has hypnotized the public and held it helpless in its 
spell; but like all evil charms it has no worth whatever. Simply 
admit that you cannot tell the exact life of a mine, and then go 
ahead and assess the property, the same as the people in the in- 
dustry assess its value; much the same as the assessor does with 
any other subject under his jurisdiction, namely, using the best 
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human judgment he can command, and let it go at that. I thank 
you. 

Harry P. Sneed, of Louisiana : Do you recall from your mine 
work in Arizona the approximate tax burden in relation to the 
profits, that is, what percentage of the mining profits go out for 

taxes ? 

Mr. Zander: I cannot recall. Mr. Howe, have you that in 
mind? 

Charles R. Howe, of Arizona: I have not, no. 

Mr. Zander : We made some calculations six or seven years ago, 
and I think then the taxes paid by the mines were ten per cent of 
their income and railroads around one and nine-tenths per cent. 
Since that time I think the percentage of the mine tax has been 
raised considerably. 

Orlando F. Barnes, of Michigan: I feel that I owe a few 
words to the gentleman who has presented this paper and to the 
committee for their report; a few words of explanation, because, 
while it was not so stated, I could recognize all the way through, 
that it was the Michigan system, almost without change, and for 
that reason, having worked with Dr. Allen for a number of years, 
when he had been placed at the disposal of the tax commission by 
the geological survey of our state, and knowing the result that 
followed the. system which he had inaugurated, I cannot help 
wanting to testify to it here. 

When the system was first put in effect, there was turmoil always 
in assessments throughout the mining district. The mine people 
felt that to protect their interests they must go into politics, and 
they did go into politics. One year the representative of the mines 
would be the supervisor and assessing officer of the district, and 
the next year somebody would be elected in antagonism to them; 
and all over, there was that plain division between the interests of 
the mines and the interests of the other property owners. 

In the year when that was put in effect the taxation of the iron 
mines of Michigan — because I refer to them more particularly — 
was $19,000,000. Last year the assessment of the iron mines of 
Michigan, in spite of the fact that 200,000,000 tons of ore had been 
shipped, was $115,000,000; and last year at the public hearings 
held throughout the mining districts, by the state tax commission, 
in which the assessments of mines were reported to the com- 
mimities, rarely did half a dozen men come to those meetings. The 
mines did not appear often, not one-quarter of them, because they 
felt that their interests were safe with the state tax commission, 
on a system with which they were familiar. The general property 
owner felt the same way, and the result was there was political 
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peace throughout the iron mining districts of Michigan. Gentle- 
men, that has continued to date. 

I attended all the reviews in the mining districts this year, and 
not one unpleasant word passed between the taxpayer and mine 
owner, or between the representatives of the state and the tax com- 
mission and those whose interests they were there to assess and to 
protect. For that reason, gentlemen, I have felt that I should 
come forward and testify to the actual results that have followed 
this scientific method of assessing mining property, that has been 
worked out in Michigan, and which has practically been presented 
to you here in the report of this committee. 

W. G. RoYLANCE, OF NoRTH Dakota : If this meeting is open 
for general discussion, I perhaps may be permitted to take the 
liberty to explain that I was formerly of Utah and have given 
considerable attention to the study of mines taxation. I also spent 
two years in Minnesota, during which I gave a great deal of time 
to the study of mines taxation; and I happen to know a good deal 
about the Minnesota situation. 

Now, I want to say that I very much regret that Dr. Allen, in 
making the report, has referred to political conditions in Minne- 
sota in just the way that he has. It seems to me that his remarks 
implied that there is some group or class of persons irf Minnesota, 
which is, according to the familiar phrase, stirring up class against 
class, especially on this matter of mines taxation; he seems to 
intimate that things would have been in a much worse way there 
had not the government of the state protected the mine interests, 
and inferentially the state, against the efforts of those people. 
Now, the truth is that a super-tax so called, on mines has been 
advocated in Minnesota for years. It is a big and burning issue. 
It has held over to the time when the farmer began to organize, 
and when the people began to organize, and it has been fought 
through a number of sessions, and in the last special session of the 
Minnesota legislature it was passed by both houses and vetoed by 
the Governor. Now, if I understand it correctly, all parties in 
Minnesota are pledged to a tonnage tax. Does that look as though 
the Governor were protecting the people against that proposition? 

I want to suggest that whenever people of any state hold to a 
question like this as long as the people of Minnesota have, you can 
almost put your last dollar on it that there is something behind it. 
Something was said about getting the •subject into politics. Did 
you ever know of any important tax subject that didn't get into 
politics, before it was settled? That is a stage you have to go 
through. 

As to the proposals here, I want to say that it seems to me that 
you cannot depend wholly in taxing mines, on income or wholly 
on property valuation, unless you can make the one or the other 
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the sole factor in determining value, and I think you cannot do 
that. If you depend on net income or net proceeds entirely, there 
is the question of dormant value, of potential value. We have a 
lot of iron ore in southern Utah. Has it any value ? None on the 
net income basis, none whatsoever; but people hold it, it passes in 
private ownership, and options are sold on it. You have a lot of 
coal, which has been explained by Dr. Peterson, much in the same 
situation. 

There is in Minnesota a lot of stuff called non-merchantable 
iron. It is not assessed, perhaps it will be assessed. I think 
Minnesota has the most admirable system, anyway a valuable sys- 
tem, of ore valuation. It is easier, however, in Minnesota. The 
system of valuation of ore in the ground can, I think, be made to 
cover potential value and dormant value. It seems to me, however, 
and perhaps the attitude in Minnesota would indicate it, that that 
needs supplementing by a tax based upon the net earnings of the 
mine — ^the going concern. 

If you have a state like Utah, that tax would get your big going 
concerns, and it would relieve measurably your mines that are not 
going concerns; developing concerns, developing and prospecting 
in fact, if you have some scientific scale. The two things I think 
would fit very well together, and you might also, at the same time, 
solve the question of the allocation of the proceeds of the tax. I 
take it, you will all agree that it would not be fair to give all the 
tax over to one district. Some of the other parts of the state ought 
to have a proportionate part of the mine levy if you are on the ad- 
valorem basis. If you have the so-called super-tax, or additional 
tax, based on the net, that can be handled very easily. I believe 
the people of Minnesota can enact a tonnage tax, that is based on 
the net instead of the gross. I think they are going to solve that 
problem, holding to the tax they have, which is undoubtedly good, 
supplemented by a tax based on net income. 

Mr. Allen: I should like to ask a question of the gentleman 
here. Do you believe that mines are fit objects of super-taxation ? 

Mr. Roylance : I cannot answer that question by yes or no. 

Mr. Allen: In my paper I referred not to political conditions 
in Minnesota but to the law of Minnesota, which states that a farm, 
worth $10,000 we will say, ^ shall pay a tax of $1,000; and a mine 
worth $10,000 shall pay a tax of $1,500. Do you believe in that? 

Mr. Roylance : May I have a moment or two to answer ? 

Mr. Allen: I want to ask some further questions. I should 
like to have you answer all at the same time. The principle of this 
report is the principle stated by the Committee on a Model System 
of State and Local Taxation; it is the principle of the square deal 
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for all taxpayers. The main committee laid down the principle 
that mines should pay a tax commensurate with a tax paid by other 
real estate in the same taxing jurisdiction. The committee on mine 
taxation have tried, in their report, merely to effect a taxing plan 
which would actually bring about and realize the aim of the main 
committee. 

Minnesota has already discriminated against mines to the extent 
of fifty per cent. They propose in laws which have been passed 
and vetoed up to this time by the Governor of Minnesota, to fur- 
ther increase the tax on mines to the benefit of other property; to 
the benefit particularly of farms ; because there is a discrimination 
against the city home owner also. 

Now, gentlemen, let us get at the fundamental proposition here 
and understand the report of this sub-committee on mine taxation. 
We believe that mines should not be super-taxed ; that no property 
should be super-taxed; that there should be no classification of 
real estate for taxation ; that if value is a proper measure of taxa- 
tion, it is a proper measure of taxation for a mine just the same 
as for a city or a country home. That is all there is in that report. 
We not only made reference to Minnesota, where there is a dis- 
crimination in the law of the state against mines, in favor of the 
farming element particularly, but we made reference to other states 
where there has been discrimination in favor of the mines and 
against the farms and other property. We do not believe that there 
should be discrimination in either direction; that is our position. 

Mr. Roylance: Answering the question proposed by Dr. Allen, 
I am asked if I favor super-taxes, and I am asked if I favor dis- 
crimination. I think maybe I can answer both questions at once. 
Referring to discrimination, or alleged discrimination; first the 
statement is made that in Minnesota there is a discrimination of 
fifty per cent, against mines. I believe that is an inadvertent error 
on the part of Dr. Allen, as he will immediately concede, on a 
comparison of percentages. If it is a discrimination at all against 
the mines, it is in the ratio of fifty per cent to thirty-three per cent 
for farm property, and so on, for the other property. I believe, 
however, that most of the advocates of classification of property 
for taxation will deny that that necessarily produces discrimination. 

One of the chief reasons for adopting the plan of classification 
was to avoid discrimination, because of the salient fact that all 
real values are not equally determinable. It is very hard to deter- 
mine some and not so hard to determine others. I am going to say 
something here I have never said before; that I believe that if all 
property could be assessed on its actual value, and if it were pos- 
sible to determine the actual value of all property by the method 
proposed here, and that has been proposed elsewhere for the de- 
termination of the actual value of the mines, that would be a 
mighty good system, if not the best system that could be devised. 
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But I believe we are all laboring under a misapprehension. We 
say — Mr. Zander said, or implied very plainly, that you cannot de- 
termine the final value of the mine except under g^eat difficulty; 
you cannot determine the life. 

We do consider roughly — very roughly — the question of depre- 
ciation of real estate. There is a farm down the state here, in 
Utah, which I know of, which has been operated, I don't know 
how long, but a period of twelve years or more. The productive 
value of that farm, as a wheat farm, had disappeared with the 
twelfth crop. Its value for profit, for production, had disappeared 
with the seventh crop. The farm was valued for taxation the first 
year it produced, at the price paid for the land to the state, $1.50 
an acre. It was valued for taxation, after the thirteenth crop, 
when it did not produce, at $85.00 an acre; and there are acres 
and acres, millions of acres of land in this country in just the 
same condition. The soil is being depleted. I want to tell you, 
the soil in this country is being depleted faster than mines. There 
is absolutely no question of it. We tax it and tax it and help to 
deplete it. Farms are not favored in taxation in Minnesota. I 
say that flat; not even with that apparent discrimination in the 
schedules. 

Mr. Allen : I understand you to say that the assessment of 
mines at fifty per cent of their true value and the assessment of 
farms at one-third of the true value is not discrimination against 
the mines. 

Mr. Roylance : I did not say that. 

Mr. Allen : I understood you to say that there was no discrim- 
ination in favor of farms in Minnesota. 

Mr. Roylance : Yes, I say that, 

Mr. Allen : Farms are assessed at SSVs per cent of their value, 
and mines at fifty per cent of their value. That is the law, isn^t it? 

Mr. Roylance : The law is that ; in practice you get a different 
result. 

Mr. Allen: We are assuming that you have a competent tax 
commission in Minnesota. If then the assessment of farms is 3354 
per cent of their value, and the assessment of mines is fifty per 
cent of their value, isn't there discrimination in favor of the 
farms? What would be the result if you were to assess farms at 
ten per cent, or leave them with no tax at all ? 

Mr. Roylance: Let us get this clear. The law requires in 
Minnesota farms to be assessed 33^ per cent, mines at fifty per 
cent, but you have a method that has been worked out, based on 
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figures which experts have provided for determining the value of 
the mine on a capitalized basis. There is no such method on 
farms. I could give you an illustration which should make it clear. 
You again go back to the old theory of diminishing returns; re- 
turns diminish and your expenditures keep up; you can't keep the 
value of the farm up in most instances. 

Mr. Allen : Do you know how mines are valued in the state of 
Minnesota? 

Mr. Roylance : Yes, I think it would be a good method for all 
property if it could be worked out. 

Mr. Allen : What is the difference in the method of valuation 
of mines in that state and the valuation of farms? The only dif- 
ference is, your farms are appraised by local assessors while the 
mines are appraised by the state tax commission, with the aid of 
the Minnesota school of mines. 

Mr. Roylance : A thoroughly developed expert service. 

Mr. Allen : In one you have appraisal by local officials and in 
the other by state officials. 

Mr. Roylance : That argues in favor of the centralized admin- 
istration. I am with you on that. I helped to make some com- 
parison between mine assessments and assessments on city real 
estate in Minnesota in 1919. We tried it out in various ways, tried 
to put it on the basis of earnings from the two classes of property, 
for one thing. We had the aid of a number of real estate men, 
and actuaries in St Paul. 

Now, we found that mines were being taxed on somewhere 
about twenty per cent of their net earnings — I am not sure of that. 
If the proposed tonnage act were enacted, then they would be taxed 
nineteen per cent. Real estate in St. Paul, taking various groups 
representing different sections, ran something like this: On one 
piece of property twenty-eight per cent of its net earnings, on an- 
other piece of property seventy-two per cent, on another piece of 
property thirty-eight per cent, and so on; where is the discrimina- 
tion there? I think it was admitted that if our tonnage tax had 
been passed the rate would have been nineteen per cent. 

Mr. Allen : You mean the tax would have been nineteen per 
cent of the net earnings ? 

Mr. Roylance: Yes, that is providing the new proposed law 
had been in effect. 

Secretary Holcomb : In computing the net income or net earn- 
ings from land, did you take into consideration appreciation in 
value as an element of gross? 
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Mr. Roylance: Yes, appreciation of land value, depreciation of 
the improvements, insurance, and everything that costs. 

Secretary Holcomb: I mean appreciation as an item of gross 
income, which you do not receive in cash, but is going on? 

Mr. Roylance: Now, mind you, I am speaking of the actual 
results, on that tax bill; always look to the actual results, the way 
it will work. 

Mr. Kelly, of Montana: In determining what the net returns 
of the mines were, did you consider the fact that a part of the ore 
that was sold, and went into the profits of the company must neces- 
sarily be returned as capital, because that much ore was destroyed 
in the operation? 

Mr. Roylance: We had access to the returns of many of the 
companies, which we examined as well as we could, and made all 
the allowances, they said, for retirement of capital and depletion 
of ore and all taxes, and ever)rthing. They are good business men. 
We supposed we did make such allowances. 

Mr. Kelly: I did not get you. If a mining company in its 
operation for the year makes net $1,000,000, it has reduced its ore 
bodies a certain amount. 

Mr. Roylance: We call that depletion. 

Mr. Kelly: Yes; was that taken into consideration; did you 
take nineteen per cent of the million dollars? How much did you 
allow for depletion of the mine? 

Mr. Roylance: That was taken into consideration. 

Mr. Kelly : How much was allowed for depletion, what propor- 
tion of the returns was charged to return of capital, what part of 
the net profits ? 

Mr. Roylance: I don't know. We took the financial report of 
the concerns themselves and averaged them up. 

Celsus p. Link, of Colorado: To the older members of the 
Association it won't be necessary to state that I have probably been 
as zealous in trying to work out or in assisting to work out as fair 
an aissessment on metal mines as any member of this Association. 
I was raised in Colorado, and it has been one of our big stumbling- 
blocks since our constitution was adopted, in 1876. The metal 
mining industry, for ten years after the adoption of the constitu- 
tion, was practically exempted from taxation. At the end of that 
time the constitution provided that the legislature should handle 
the subject. Since 1886, producing metal mines have been gener- 
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ally assessed on net output. The only important exception to that 
was 1913 when the legislature passed a. law assessing metal mines 
at fifty per cent of the gross, plus the net. That was brought 
about to equalize metal mines with other property which, during 
the same year, was increased from one-third value to full value. 

In Colorado I am dubbed by many of the mining men somewhat 
as our worthy chairman says he has been dubbed here, a very 
mean man, because I have constantly, for twenty-five years, advo- 
cated a change in the assessment of metal mines in Colorado. I 
happen to be a member of the committee of which Mr. Allen is 
chairman, and I wish to state that Mr. Allen deserves great credit 
for this report. He is the man who wrote it and prepared it, and 
he wrote in these fair, broad-gauged principles. I make those 
remarks to state that I am not holding a brief for metal mines, but 
on the other hand, I heartily agree with the statement that there 
can be no possible justification for the Minnesota law. I say 
there can be no justification; I think I know what the justification 
is as argued: that is, that nature has put the deposits of minerals 
in Minnesota ; that they were not put there by man, and that those 
individuals or companies who were fortunate enough to find them 
and got out the profits, really should not object to. paying back a 
lion's share to the state. Am I not right in that, Mr. Lord? Isn't 
that the justification generally? 

Mr. Lord : It is one feature. 

Mr. Link : That is my understanding of the justification. Now, 
delegates of this convention; how any body of men, of course, in 
this case, the legislature of Minnesota; how in the world any body 
of fair play can say, under property taxation, that farms should be 
appraised at full value and assessed at one-third, and that metal 
mines should be appraised at full value and assessed at fifty per 
cent, is entirely beyond me. 

I happen to be a farmer and a miner; my little savings are in- 
vested equally between the ranges of Colorado and the mines of 
Colorado. I have not been very successful financially in either 
one but I have been much more successful in the range end than I 
have in the mines end. I can see no possible reason for that 
law. I am here advocating, and have always advocated, a change 
in our Colorado law for a fair assessment of mines. But to say 
that you should make metal mines pay more than farm real estate, 
city real estate, and tangible personal property, seems to me most 
unfair, most inconsistent and most groundless. 

I feel that the benefit of all doubts should be given to the metal 
mining industry. I might add also coal mining. We listened this 
morning to the coal paper — one of the most excellent papers I have 
ever listened to in this Association; I imderstand from that paper 
there isn't a single shaft in the state of Utah. You mining men 
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know the expense of mining when you have to hoist coal through 
shafts. That is where your heavy expense comes; yet in Utah, I 
understand, there is not a single shaft. You have a wonderful 
advantage. It seems the outcrops occur in the mountainous regions 
where they can run their tunnels to drifts, and fall the coal down 
to them. Yet, in spite of that, that paper scientifically calls to your 
attention the sections that were burned out, the sections of coal 
that had been eroded, and many other serious complications. I 
should draw no distinction between metal mining and coal mining. 
In considering both kinds of mining you should give those indus- 
tries the benefit of every doubt, because they are the most hazardous 
businesses known to commerce. 

I feel very strongly that Dr. Allen is right and I feel very cer- 
tain that metal or any other kind of mining should not be assessed 
more tmder property taxation than other classes of property. 

A. P. Ramstedt, of Idaho: Mr. Chairman and delegates, I 
question the advisability of this Association giving its endorse- 
ment to any idea or scheme, for general application, in the matter 
of state and local taxation of mines. From a purely administrative 
standpoint the assessment of mines in states like Michigan and 
Minnesota, where the deposits may be quite readily measured and 
valued, may be quite simple, as compared with the assessment of 
the deep fissure mines in states like Idaho and Montana, The 
members of the main tax committee of this Association, and most 
of us here probably are aware of the wide diversity of opinion on 
this question. This diversity of opinion arises as a result of the 
differences in the conditions surrounding this industry in the sev- 
eral districts throughout the country as a whole. There is such a 
wide divergence in the product mined, in the value of the product, 
and in the. surrounding conditions, that I am inclined to believe 
that the subject may more profitably be treated from the stand- 
point of each state, rather than from the standpoint of the nation. 

I have given the subject of mine taxation in Idaho a great deal 
of thought, as a public tax official and as a private citizen, and I 
believe that as far as our state is concerned, a tax on net profits 
is the most equitable tax that may be applied to ore itself. If we 
must have a nation-wide scheme, I believe that the net profits tax 
is the most equitable tax that may be applied to this industry, as 
well as to all other industries of wasting assets. 

The benefits to be had from our material resources are not 
measured by the public revenue that may be derived therefrom or 
thereon. The welfare and prosperity of our people here in the 
west depend largely upon the development of our- material re- 
sources. To tax this class of property on its full value I believe 
generally results in excessive taxation, and, if so, would be an 
obstacle to investment and development. To impose a tax on the 
full value of this property, annually upon the ore, is to load this 
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ore down with this annual charge, during its entire life, to be met 
with eventually out of the sale of the property itself. This prop- 
erty does not produce income, in the sense that farm lands produce 
income. When the ore is eventually taken out and sold it is gone ; 
it cannot be replaced. There is no new crop coming in. I believe 
that a tax on this class of property should bear some relation to 
income, not necessarily to value. 

No one with his eyes open is going to invest money in mining, 
in states like Idaho, where the initial investment is so great, where 
the returns are so far in the future, and where the hazards are so 
great, and take a chance on the entire profits, or a great portion 
thereof at least, being taken from him. I believe that the tax offi- 
cials in my state, who have given this matter consideration, agree 
that under our net profits tax law the mining industry is bearing 
its full share of the tax load. 

In our state the lands and mining claims are assessed on the ad- 
valorem basis, the land itself being assessed at the price paid the 
government therefor; all machinery and equipment improvements 
are assessed at full cash value, and then the annual net proceeds 
. are taken as an additional assessment value, for purposes of taxa- 
tion. 

Chairman Bailey: In order that there may not be any mis- 
understanding in relation to this and in answer to our friend from 
Idaho, I want to make this statement for the new members. The 
National Tax Association is an organization which calls this gath- 
ering together each year. Everybody is invited to come and par- 
ticipate. There views are given, and you people take it for what 
it is worth. And this is the rule affecting this: (reading) "The 
receipt of reports made to this conference by committees of the 
National Tax Association shall not be considered as expressing its 
opinion on the subjects treated." We should like to have you 
have that understanding. Of course, if you people want to pass 
some resolution, that is yours, but it is not the expression of the 
National Tax Association. You have noticed here, gentlemen, 
that there have been many subjects discussed; all phases of taxa- 
tion are brought here by the best men in the United States on the 
subject. It is for your education and you must take from it what- 
ever there is, but the National Tax Association is very slow to put 
its endorsement on any proposition. 

Gentlemen, there is one remark I want to emphasize while I am 
on my feet. It is absolutely true that each state has its own prob- 
lems affecting the mines. There is no other state in the XJnion 
that has coal mines situated just like Utah, and therefore we have 
to work out our own problems in connection with them; and so 
it is with the others all the way along. There are hazards there 
that you must consider. 
28 



434 NATIONAL TAX ASSOCIATION 

Ralph Arnold, of California: As a member of this commit- 
tee, signing the report, I signed as one familiar with the branch of 
the mining industry that relates to oil and gas.,. I think, if that 
branch of the industry can support a report of that kind, any other 
branch could support it, as far as hazards go, because I feel the 
oil and gas industry is the most hazardous, as a general rule, of the 
mining industry, on account of the peculiar conditions of oil and 
gas and their migratory character. 

Now, I pay my respects to Mr. Allen for the wonderful way in 
which he has handled the subject, and in talking things over with 
him, I feel that the oil and gas industry can be handled on the 
basis of his recommendations, the same as any other branch of 
the industry. 

Samuel Lord, of Minnesota : It is not my intention to take up 
much of the time of this conference in expressing my views in 
regard to the proper methods of taxing mines. I feel, however, 
that I owe it to myself as well as the conference, to at least ex- 
press my dissent from the conclusions of this committee. Inas- 
much as my views are not in harmony with the conclusions reached, 
I feel that to remain silent under these circumstances would be an 
acquiescence in its conclusions that would place me in a false light 
at home. 

I want to congratulate the committee upon the temperate and 
very able way in which they have treated the subject. It was cer- 
tainly an excellently prepared report and Mr. Allen, who prepared 
it, is certainly entitled to the thanks of this conference. 

I have probably given as much thought to the taxation of mining 
properties as any other man in this country, and it is my deliberate 
conclusion that the only real way of taxing mining property, that 
approaches anywhere near a scientific method, is by means of an 
out-put tax. Unfortunately so many of the cities and villages that 
have sprung up on the iron ranges in Minnesota have come to be 
sb dependent upon the mining properties for their support, that to 
deprive them of the general property tax and compel them to 
obtain their revenue in any other way, would knock the props from 
under them completely, would lead to chaos and would be most 
unfortunate ; and so no member of our commission has ever advo- 
cated the adoption of an output tax for the mines in Minnesota 
that the local communities would be compelled to depend upon 
for their revenues. 

We believe that any change in the taxing system must leave to 
the villages, cities and towns the advalorem system of taxation for 
the support of their schools and for the support of their local gov- 
ernments, but I do not know of any good reason why the state is 
not fully justified, if it sees fit, in obtaining its revenue from the 
mines by means of an output tax. I am confident that it can be 
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proved conclusively that in a long series of years — say forty or 
fifty — the mining companies, by paying an output tax to the state, 
which would be no more burdensome than the state taxes they now 
pay, would turn into the state treasury a very much larger amount 
of revenue than they will be compelled to pay under a general 
property tax. And I say this with entire feeling of friendliness 
towards the mining companies. If ability to pay is a proper cri- 
terion for taxation, and I believe that it is one of the cardinal 
principles,' this conclusion certainly is sound. 

The ability of a mining company to pay taxes depends upon its 
profits, and its profits depend, of course, entirely upon output. If 
an output tax were imposed upon the mines of Minnesota which 
would produce no more revenue than they pay the state today, in 
the end they would turn into the state treasury a much larger 
amount of money than they would under a general property tax. 
The correctness of this statement is so evident that it needs no 
elaboration. The known merchantable tonnage of iron ore in 
Minnesota is approximately 1,300,000,000 tons. We are mining 
on the average about 37,000,000 tons a year, and if no more mer- 
chantable ore is disclosed (a thing which is, of course, imthink- 
able) the mines will be exhausted in about thirty-seven years. The 
niining companies paid in state taxes last year approximately 
$2,300,000. With an output tax, having a rate that would yield the 
same amount per annum, at the end of the thirty-seven year period 
they would have paid in taxes in the neighborhood of $84,000,000. 
And they would be just as able to pay $2,300,000 in taxes the year 
they take out the last 37,000,000 tons as they are to pay that amount 
today. Under the general property tax, if the state rate remains 
the same — and of course we hope for it to decrease rather than in- 
crease — ^the taxes from the mines will decrease about three per cent 
a year until they reach the vanishing point. Of course there are 
many factors I have not taken into consideration that will neces- 
sarily change, to some extent, the figures I have given, but such 
figures are sufficient, I feel sure, to demonstrate the points I am 
endeavoring to make; that an output tax from the standpoint of 
the state is a much more desirable form of taxation than the gen- 
eral property tax, and, if the rates are fair, that it will impose no 
unjust or unusual burden upon the mining companies. For these 
and for other reasons that I shall not trespass upon your time to 
give, I have always been in favor of an output tax for state pur- 
poses, in lieu of the general property tax. 

Something has been said about our classified assessment law. 
By the terms of this law iron ore, whether mined or in the ground, 
is assessed at fifty per cent of its true value in money; household 
goods are assessed at twenty-five per cent of true value ; merchan- 
dise, machinery of all kinds, live stock, rural real estate, and some 
other property is assessed at thirty-three and one-third per cent of 
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true value, and city and village real estate, bank stock, and a few 
other types of property are assessed at forty per cent of true value. 
I do not stand here to defend this classification in its entirety. 
Some features of the law are indefensible and unjust; but I am 
free to assert that anybody can justify a proper classification of 
property for assessment and taxation purposes. In other words, I 
believe that good reasons can be given for assessing the family 
Bible, the family cookstove, and household goods generally, on a 
different basis than iron mines. So I believe that there is clearly 
justification for assessing property at different percentages of full 
and true value. I have no trouble at all in my own mind in justi- 
fying the assessment of household goods on the basis of twenty-five 
per cent of their value as against iron mines at a percentage of 
fifty per cent of their value. There is absolutely no similarity be- 
tween the two. One is a liability and the other is an asset, in most 
cases, and to assess them alike is wrong. 

I have never been able, however, to bring myself to believe that 
there is any good reason for assessing farm property on a different 
basis from village property. I never could see why the home of a 
workman in a village or a city should be assessed on a higher basis 
than the home of a man living in the country. This strange feature 
of the law was brought about in an almost unbelievable way. In 
order to get any kind of a workable law enacted it became neces- 
sary for the members of the legislature to compromise their widely 
differing opinions, and it was the legislators of the cities who 
finally proposed that city real estate should be assessed on the 
basis of forty per cent and farm property upon a basis of thirty- 
three and one-third per cent. It was not brought about by the 
farmers at all, except that they agreed to it. 

At the time the classified assessment law was under consideration 
the question of an out-put tax on iron ore was a very burning 
question in Minnesota. It is still a burning question. For many 
years the mining companies, for some reason, have been very 
much alarmed at the prospect of having their mines taxed on an 
out-put basis. They fear the legislature will run amuck some time 
and confiscate their property by means of this tax. That, I believe, 
is really the basis of their objection to the tax. 

But it is a matter of leg^islative history in our state that there 
was very little opposition from the members of the legislature 
representing the districts where the mines are located, against the 
inclusion in the law of the provision which provides for the assess- 
ment of iron ore at fifty per cent of its full and true value in 
money. They acted upon the theory that the inclusion of this 
provision would still the agitation for an out-put tax; and that the 
matter would be definitely and finally put to rest. So far as local 
taxes are concerned it does not make very much difference to the 
mining companies whether their property is assessed upon a fifty 
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per cent basis, a forty per cent basis, or a sixty per cent basis. 
They pay from eighty to ninety-five per cent of all the taxes in. 
nearly all the districts where their mines are situated, and whether 
their property is assessed on an exact parity with the other prop- 
erty in the districts, or whether it is assessed on a much higher 
basis, makes comparatively little difference in the amount of tax 
they actually pay. 

I trust that I have expressed my views on this subject with 
sufficient clearness so that there may be no misapprehension about 
where I stand. Sentiment in Minnesota, outside of the mining 
districts, is very strong for an out-put tax. The mining companies 
in Minnesota have been very fair in their attitude towards the tax 
commission, and in all matters that have been a subject of contro- 
versy, have acted in a big and manly way. There has been very 
little bickering. The larger the company, the more prompt and 
full have been their disclosures. Whatever we have asked them to 
produce they have cheerfully produced; their blue prints, their 
cross sections, and all of the other information we desired. Every- 
thing has been placed face up on the table. On the other hand, we 
have endeavored to treat them with the same absolute fairness 
that we treat all the other property holders in the state, and we 
feel that iron ore, like other property in Minnesota, is assessed to- 
day in substantial accordance with the terms of the classified assess- 
ment law, be the law good or bad. 

Chairman Bailey: I take it, gentlemen, you have received a 
good many valuable points this morning in these discussions; it is 
getting along now towards twelve o'clock, and therefore we will 
call for the report of the Resolutions Committee. 

Charles J. Tobin, of New York: Mr. Chairman and gentle- 
men, if it meets the wishes of the conference, we will take these 
resolutions up in order, as we have them here, and then they may 
be voted upon in that order and made a part of the record. 

The first resolution I have is: 

Resolved, That this conference is of the opinion that serious 
consideration should be given to devising some substitute for the 
present federal excess-profits tax and securing the greatest prac- 
ticable simplicity in the matters of administration of federal taxes. 

I move the adoption of the resolution. 

[Motion seconded, and imanimously adopted, without discussion.] 

C. P. Link : If it is within our rules, I move you that the secre- 
tary read these resolutions one by one, and unless some objection 
is made, that they be passed and all adopted together. 

Chairman Bailey: The chair will make that as the rule, and 
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therefore each item will be read, and if there is no objection the 
next resolution will be read, and so on. 

Mr. Tobin : I might say for the information of the members of 
the conference, there has been practically no dissent at all to these 
resolutions. The Committee on Resolutions, made up of represen- 
tatives from all the states here, has passed on these resolutions, be- 
fore bringing them before the conference. 

The further resolutions read as follows : 

Resolved, That the Model Tax System Committee of the Na- 
tional Tax Association be requested to review the reports of the 
various special committees appointed by the Association, since 
1918; the model income tax law presented to this conference, and 
the papers and discussions concerning such law, with the view to 
providing for the assistance of the members, state officials, legis- 
lators, and others interested, at the earliest possible date, its conclu- 
sions, whether tentative or final, concerning the subjects covered 
by such reports, papers, and discussions. 

Resolved, That this conference requests the National Tax Asso- 
ciation to appoint a committee or committees to investigate and 
report upon the best method of apportioning among the several 
states the property or income of corporations doing an interstate 
business, and such other subjects involving interstate comity as it 
may be practicable to consider. 

Resolved, That this conference is of the opinion that exemptions 
of private property or income from taxation should be confined 
within the narrowest possibk limits. 

Resolved further, That this conference is unalterably opposed 
to the exemption of mortgage interest from taxation, under either 
federal or state laws, and that this conference is of the opinion 
that the interest on future issues of federal, state or municipal obli- 
gations should be subject to income taxation. [See below for 
amendments. — Ed. ] 

Resolved, That this conference endorses the present policy of 
the federal Government of interchanging information with the 
several states, concerning corporation income returns, and requests 
the executive committee of the National Tax Association to take 
such steps as may be expedient, looking towards further coopera- 
tion and interchange of information between state and federal 
officials charged with the administration of substantially similar 
taxes, under due safeguards against general publicity. 

Resolved, That this conference desires to send to Mr. Allen 
Ripley Foote, the founder and first president of the National Tax 
Association, cordial and affectionate greetings, expressing regret 
at his inability to be present at Salt Lake City and acknowledging 
gratefully his message of congratulations and earnestly hoping for 
his participation in future gatherings of this kind. 
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Resolved, It is the sense of this conference that under a model 
system, or any revised plan of inheritance taxes for the separate 
states; that the revenues from such inheritance taxes be collected 
and used wholly by the respective states. 

Resolved, That this conference commend the bulletin published 
by the National Tax Association arid expresses its appreciation of 
the services rendered by Alfred E. Hoi comb, secretary and editor. 

Recognizing with gratitude the obligations of this conference to 
many individuals and associations who have contributed to the 
success of this conference and to the pleasure and comfort of the 
members, we desire to express our thanks by formal resolutions: 
Therefore be it, 

Resolved, That we extend our sincere thanks to the following 
organizations and persons, namely : 

To Honorable Simon Bamberger, Governor of the state of Utah, 
for his hearty cooperation and helpful interest in the work of the 
conference ; also for the reception extended by him to the members 
of the conference. 

To Honorable Reed Smoot, United States Senator. 

To the members of the entertainment committee; its chairman. 
Honorable William Bailey, member and secretary of the State 
Board of Equalization, and especially to Mr. William N. Beatty, 
secretary of the general committee, for constant and effective ser- 
vices in behalf of this conference. 

To the State Board of Equalization of Utah and its efficient 
assistants. 

To Mayor C. Clarence Neslen of Salt Lake City. 

To the Ladies Reception Committee. 

To Bishop David A. Smith and Professor John J. McQellan. 

To Mr. John M. Hayes, of the Utah Copper Company. 

To the Citizens of Salt Lake City and of the state of Utah 
generally. 

To the management of the Hotel Utah for very cordial efforts 
for the comfort and needs of the conference and for extending 
special facilities for the meetings and the accommodation of the 
officers. 

To the press of Salt Lake City for their interest and cooperation. 

That covers the report. 

Chairman Bailey: What is your action, gentlemen? 

Adoption moved and seconded. 

Chairman Bailey : It is moved and seconded that we adopt the 
resolutions as they have been read ; are there any questions ? 

Carl C. Plehn, of California: Read that resolution referring 
to exemptions. 
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Mr. Tobin : " Resolved further, that this conference is unalter- 
ably opposed to the exemption of mortgage interest from taxation 
under either state or federal laws." 

Mr. Plehn: That is confusing; it may mean an interest held 
by the mortgagee. 

Mr. Tobin : Do you want it " interest from mortgages " ? 

Mr. Plehn : Interest from mortgages from income taxation. 

Mr. Roylance: Will the secretary read what follows what has 
just been read. If I catch it rightly there is a resolution against 
the exemption of government and state securities, or the interest 
therefrom. 

Mr. Tobin : Future issues. That will read now : 
Resolved further. That this conference is unalterably opposed 
to the exemption of interest from mortgages from income taxa- 
tion, under either federal or state laws. 
Is that satisfactory? 

Mr. Plehn: That is satisfactory. 

Chairman Bailey: That will be accepted to be amended as 
read, if there is no objection. 

Mr. Roylance : There is something in referring to the stand on 
state bonds. 

Mr. Tobin : " This conference is of the opinion that the interest 
on future issues of federal, state or municipal obligations should 
be subject to income taxation." 

Mr. Roylance: I am sorry that tax commissioner Wallace of 
North Dakota is not here. I feel entirely certain that North Da- 
kota will not like that ; and personally, I surely do not like it. 

Chairman Bailey: Have you any amendment to offer? 

Mr. Roylance : I should offer an amendment to strike that out. 

Chairman Bailey : Is there anything further ? 

C. P. Link, of Colorado: I inquire for information on the 
proposition of exemptions. Is the Association on record as to the 
exemption of the salaries of public officials from income taxes ? 

Mr. Tobin : Not in just that way, no, sir. 

Mr. Link : If it meets with the approval of the committee, then, 
I should like to include that ; I see no reason why those of us who 
see fit to put in our time for public service should not be taxed for 
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both federal and state income taxes. I move you, Mr. Chairman, 
that the salaries of all public officials be included. 

President Haugen : I will second that motion. 

Chairman Bailey: You have heard the motion that the sala- 
ries of both state and federal officers be included; have you any- 
thing to say ? Are you ready for the question ? 

Ayes and noes. 

Chairman Bailey : The ayes have it. 

This resolution with the amendments reads as follows: 
Resolved, That this conference is of the opinion that exemptions 
of private property or income from taxation should be confined 
within the narrowest possible limits. 

Resolved further, That this conference is unalterably opposed to 
the exemption of interest from mortgages from income taxation, 
under either federal or state laws, and that this conference is of 
the opinion that salaries of all public officials and the interest on 
future issues of federal, state or municipal obligations should be 
subject to income taxation. 

Chairman Bailey : Now then, the main question. I don't know 
whether I am right or not. There was no second to Mr. Roy- 
lance's motion. 

Mr. Roylance: I am much afraid, Mr. Chairman, that a good 
many of the members do not understand it, or if they do, they 
don't understand the feeling of their states. 

Chairman Bailey: Are you ready for the question? The 
question is, to adopt the resolutions as they have been read. 

Ayes and noes. 

Chairman Bailey : The ayes have it. 

Mr. Tobin : I should like to have one more word and that is 
this: I would move that a vote of thanks be extended to the re- 
spective committees of the National Tax Association, namely: on 
a Model System of State and Local Taxation, and also the Inheri- 
tance Tax and Mines Committee. The great amount of time that 
the respective chairmen of these committees have given to this 
particular work, and the members should be recognized. I know 
of my own knowledge of the generous amount of time and the 
untiring efforts given by Mr. Belknap of Kentucky in relation to 
inheritance taxation; and I move you now that a vote of thanks 
be extended to those respective committees, and the chairmen, for 
their efforts as reported here. 
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A. J. Maxwell, of North Carolina: As a member of the 
committee on inheritance taxes, who did not perform any of the 
services, and appreciating the great labor Mr. Belknap expended 
on that report, I take pleasure in seconding that motion. 

Chairman Bailey : Mr. Belknap has spent a lot of time, travel- 
ing all over the United States and spending his own money, get- 
ting information for the benefit of this conference. I am in favor 
of this motion. All in favor say aye. 

Ayes and noes. 

Chairman Bailey: The ayes have it. 

Mr. Tobin : I know that the genial secretary of this Association 
and of this conference won't like the motion I am now going to 
make, but I believe it is due him that we should give a rising vote 
of thanks to A. E. Holcomb of New York, who really makes the 
wheels go round. 

[A rising vote of thanks for Secretary Holcomb was taken, with 
applause.] 

Secretary Holcomb : I want to thank the members of the con- 
ference for their kind consideration. 

Voices : " Speech ", " Holcomb ". 

Secretary Holcomb : This is overwhelming ; the genial, modest 
secretary is not able to withstand the situation. The secretary of 
this conference, of course, occupies a place in the limelight, but it 
so happens that the existing secretary is not in a very comfortable 
situation.. These things are not the kind of things that I am 
adapted to. I am only glad that there has been a successful con- 
ference. This has been the largest conference that we have ever 
had, due largely to the efforts of Mr. Bailey. We have more states 
represented than at any other conference we have had, and dele- 
gates from the outlying Possessions of the United States, as well 
as from forty-two states. (Applause.) 

The great pleasure I have is in seeing the gradual growth of 
this Association and this conference in influence; slowly, it is 
true, but surely we are progressing; our influence is being felt and 
our work is being accepted, because I think we have the confidence 
of the public in regard to the raising of public funds. Of course, 
I should like to see the conference go forward and do more along 
the lines of expenditure. If we can couple that up a little more 
directly than we have in the past, with the raising of revenue, we 
shall receive even more cordial support than we have already re- 
ceived in our past work. 

Much credit for the success of this conference is due to the 
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gentlemen who have so kindly supported us in arranging this pro- 
gram. They have exceeded all my expectations in the character 
of the papers that have been presented, and in the cordiality with 
which they have cooperated, and I wish to express to them my 
thanks, and, on behalf of the officers of the Association, I am sure, 
their thanks. The conference is a great success and I thank you 
most cordially. 

Chairman Bailey : Before closing this session I want to say to 
the members present that Salt Lake City is grateful to you for 
coming here and helping us to learn and solve a lot of these prob- 
lems. I think that you have been a little unkind to Holcomb. We 
all realize and know that there would not be a National Tax Asso- 
ciation if it was not for Holcomb. But he is handicapped, he is 
here alone; he has not brought his wife with him to help him out 
in these things. 

If there are any here who wish to make two or three minute talks 
on inviting the conference for next year, we will now listen to 
them. 

B. F. BuRTLEss, OF MICHIGAN I Gentlemen, I wish to extend to 
this conference a cordial invitation to hold the next meeting in the 
city of Detroit. Detroit, I think, is known to everyone present, 
principally because of its great automobile interests. But, I want 
to assure you that the city is intensely interested in the subject of 
taxation. 

This invitation originated in the city of Detroit, not through any 
state officials, but through the people of Detroit, and we know that 
you will do us an immense amount of good by coming to our state 
to hold your conference. We are heartily in sjrmpathy with the 
work of the Model Tax Committee and hope to be able to bring 
about legislation which will permit the enactment of laws along the 
lines they have outlined. The meeting of the conference we hope 
will come at a time when the campaign is on for the adoption of a 
constitutional amendment to permit the enactment of an income 
tax law; and certainly nothing could be so beneficial as holding 
this conference in Michigan at that time. And I hope that this 
invitation will receive hearty consideration by the executive com- 
mittee. I have here invitations from a ntmiber of organizations, 
from the Board of Commerce of the city of Detroit, from the 
Mayor of the city, from the Governor of the state, from the two 
United States Senators, and several others. We can offer you one 
of the finest hotels in the country as convention headquarters and 
assure you of the best of treatment. 

I don't know if we can promise you as much in the way of en- 
tertainment as the people of Salt Lake City have done, but I assure 
vou we will do our best. 
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Theodore S. Cady, of Missouri : On behalf of the Chamber of 
Commerce of Kansas City, Missouri, I should like to extend a cor- 
dial invitation to your Association to hold your 1921 conference in 
Kansas City. I have here a number of invitations, from the Gov- 
ernor of Missouri, from the Governor of Kansas, and the Kansas 
state tax commission, the Mayor of Kansas City, and the hotels 
and Chamber of Commerce. We have a very fine convention city 
in Kansas City. Kansas City is the heart of America. The past 
record of associations holding their conventions in Kansas City, is 
that they have a larger attendance, because of the central location, 
than otherwise; that has been the record. And then we need you 
gentlemen to come to Missouri. At the present time the state in- 
come tax law is in an awful muddle. It is in the courts. It is 
one of the most unsatisfactory laws every passed, and can only be 
equalled by the Missouri franchise tax law. Our property tax law 
is also in bad shape. We need your assistance; we shall be very 
glad indeed to have you come to Kansas City next year, and I 
present these communications to you. 

A. J. Maxwell, of North Carolina: Gentlemen of the con- 
ference, I am very glad to have this opportunity of presenting, in 
as sincere a way as I can, what I know to be the sincere desire of 
the people of North Carolina to have the annual conference of the 
National Tax Association meet in our state. The officers of the 
Association have before them an invitation from the Governor of 
the state and from the trade organizations and Mayor of the de- 
lightful summer resort city of Asheville, located in the heart of 
the Blue Ridge Mountains of western North Carolina. The annual 
conferences of this association are educational in more ways than 
one. I regard it as a major event in a busy life that I have had 
the opportunity of making this trip across the Rocky Mountains 
and to this great section of the west. It is educational in many 
ways, and we believe it would be desirable if the delegates, repre- 
senting all these states, could take a similar trip to the mountains 
of western North Carolina. They are not as great in altitude ; they 
are not as majestic in size, but they are clothed with beautiful 
forests, and would be something different at any rate. I believe 
you would all be entertained and. would enjoy holding the confer- 
ence in the month of September in that delightful summer resort. 

If the conference should meet in North Carolina, we believe that 
by the time the next conference will be held, you would be in a 
state that will have its tax systemt substantially on the basis of the 
model tax plan recommended by this Association. We have com- 
pleted this year a revaluation of the property of the state which 
gives us now the lowest tax rate of any state in the Union. Our 
tax rate this year will be an average of one-half of one per cent, 
and before the next annual conference meets we expect to have 
in operation a complete model income tax law. 
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Mr. Chairman, I thank you for this opportunity. I wish to pre- 
sent in the strongest, sincerest way that I can, this invitation for 
the next conference to meet in the southern states, in the city of 
Asheville, which is easily approachable by through sleeping car ser- 
vice from New York, Cincinnati, and from all directions, and is 
almost in a comer, we might say, of a group of southern states, all 
of which are now intensely interested in a modern revision of their 
tax systems. I believe a meeting of the conference at that time, at 
that point, would be very helpful to a large group of states. 

Chairman Bailey: Mr. Holcomb has a large number of invi- 
tations here and he will give us the names of those who are invit- 
ing us. 

Secretary Holcomb : It is only fair' that we should at least 
mention the fact of receipt of ntmierous requests. Perhaps I ought 
to lay emphasis upon the city of Buffalo, because a few gentlemen 
came on the same train which I came on, with the declared pur- 
pose of presenting an invitation extended by that city, through its 
Chamber of Commerce and Mayor, and I expect they have been 
called away. You recall the schedules that were tacked up in the 
corridor, showing the work of Mr. Burke, the assessor of Buffalo, 
who is very much interested in the conference. 

Mr. Maxwell has referred to the letter of Governor Bickett of 
North Carolina, who extends a cordial invitation. I also have a 
letter from the Mayor of Asheville and the secretary of the Board 
of Trade. 

The Governor of New Mexico has written a long and very in- 
teresting letter. I won't take the time to read it. It closes : '* I 
feel confident your visit to this ancient land from a historical 
point of view, will be of far more interest to you than any other 
section of the country you might visit. Should you honor us by 
accepting this cordial invitation, the people of New Mexico will 
be glad to extend to you that courteous hospitality for which we 
are known all through the country. Trusting you will honor us 
with your next meeting in this state, I am " ; and so forth. The 
state of New Mexico has on various occasions, as you remember, 
urged that the conference go there. 

The city of Chattanooga extends an invitation through its cham- 
ber of commerce. 

New York City has on various occasions, by telephone and 
otherwise, urged me to present its claims. I have a letter from 
the secretary of the merchants' association, which, if you remem- 
ber, is located in the far-famed Woolworth Building, which I can 
see from my office window. 

Atlantic City has on various occasions and in various ways urged 
that the conference come down there. The secretary of the pub- 
licity bureau has recently extended this invitation. 
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San Francisco has also extended an invitation through its con- 
vention and tourist league. 

The city of G)lorado Springs, through the secretary of its cham- 
ber of commerce, extends an invitation. 

I might say, in addition to what Senator Maxwell said, that Mr. 
Allen Ripley Foote, the founder of the association, is now, I un- 
derstand, a resident of Asheville, or in that neighborhood, and he 
has written in the past several letters with respect to having the 
conference in Asheville. 

A. J. Maxwell, of North Carolina : May I make this sugges- 
tion, that inasmuch as Mr. Foote is not physically able at this time 
to attend the annual conference of the association, it would be a 
delightful thing if the association could go to him. 

Chairman Bailey : I think that is very splendid, but Mr. Foote 
is going to be well and with us next year. 
Are there any others who would like to make a statement. 

Oscar Leber, of Maryland: If Mohammed cannot go to the 
mountain, why should not the mountain go to Mohanmied ? 

Chairman Bailey : This completes our program and therefore 
we will now turn the meeting over to President Haugen for the 
business meeting of the National Tax Association — Mr. Haugen. 

[Adjournment of conference.] 
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